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LETTER OF TRANSMITTAL 


SUBCOMMITTEE ON Howusina, 
CoMMITTEE ON BANKING AND CURRENCY, 


April 1, 1960. 
Hon. A. Wiitis Ropertson, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHarRMAN: | am pleased to submit a report upon the 
study of mortgage credit recently completed by the Subcommittee 
on Housing. The submission of this report has been approved by all 
members of the subcommittee. Senator Bush and Senator Beall have 
not endorsed the recommendations. 

I am enthusiastic about the results of this work and I hope that it 
will lead to both legislative and administrative actions designed to 


improve the supply and distribution of home mortgage credit during 
the next decade. 


Sincerely, 
JOHN SPARKMAN. 
ur 
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STUDY OF MORTGAGE CREDIT 
PART I. INTRODUCTION 


BACKGROUND AND PURPOSE 


In the fall of 1958 the chairman of the subcommittee, with the con- 
currence of subcommittee members, directed the staff to begin work on 
a project concerned with legislation which might be required to satisfy 
the demand for home mortgage credit anticipated during the decade 
of the sixties. This work was started at the conclusion of the 2d 
session of the 85th Congress, during which many legislative proposals 
were unresolved. These proposals, and the demand for credit which 
could be foreseen, indicated that it would be necessary for the sub- 
committee to make informed judgments about the need and the de- 
mand for homes and rental units; the quantity and sources of required 
credit; the maximum maturity, minimum equity, and other terms of 
required loans; anticipated construction cost levels; income character- 
istics of families in the housing market; and many interrelated subjects. 

The subcommittee attempted to answer the basic question: How 
should Federal housing programs be supplemented or modified to 
insure a supply of home mortgage credit adequate to meet the great 
demand anticipated in the 1960’s, upon terms and conditions which 
consumers can afford and which are economically sound? 


PROCEDURE oF STupy 


This basic question was expanded into an outline of component 
topics concerned with factors contributing to the demand for housin 
and factors contributing to the supply of housing. Recognize 
authorities from Government, industry, and educational institutions 
were requested to prepare papers on each of the component topics. 
Insofar as possible, where the handling of a subject was susceptible 
to differing points of view, authors representative of these different 
views were invited to participate. The outline of topics and authors 
who submitted papers are listed below: 

Demand and need factors: 
Changes in inventory of households: 

Growth in households in the United States, 1960, 1965, and 
1970; Elmer C. Bratt, professor of economics, Lehigh 
University, Bethlehem, Pa. 

Projection of number of households, 1961-70; Commerce 
Department, Bureau of the Census. 

Changes in inventory of dwelling units: 

Importance of net replacements in housebuilding demand; 
Sherman J. Maisel, professor of business administration, 
University of California, Berkeley, Calif. 

Substandard dwelling units and their replacements, 1961- 
70; Reinhold P. Wolff, director, Bureau of Business and 
ee Research, University of Miami, Coral Gables, 

a. 
53432—60——2 1 
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Demand and need factors—Continued 
Family income and buying power; Commerce Department, 
Office of Business Economics. 
Relationships between family income and housing expense: 

Relationships between family income and housing expense; 
James Morgan, Survey Research Center, University of 
Michigan, Ann Arbor, Mich. 

Housing costs and family income; H. E. Riley, Labor Depart- 
ment. 

Credit terms: 

Credit terms and effective demand for new housing; Charles 
Abrams, visiting professor, Massachusetts Institute of 
Technology, Cambridge, Mass., and Morton Schussheim, 
director of research, New York State Rent Commission. 

Credit terms and demand for residential construction; 
Ramsay Wood, Bureau of Business and Economic Re- 
search, University of California, Los Angeles, Calif. 

Farm housing: Demand and need factors—U.S. farm housing, 
1960-70; Glenn H. Beyer, director, housing research center, 
Cornell University, Ithaca, N.Y. 

Supply factors: 

Housing: 

Technological changes in residential construction, 1961-70; 
Ralph 7. Johnson, director, Research Institute, National 
Association of Home Builders, Washington, D.C. 

Expected technological developments in home construction, 
1961-70; George Price, president, National Homes Corp., 
Lafayette, Ind. 

Requirements for basic residential construction materials 
during the 1960’s; Joseph L. Fisher, associate director and 
secretary, and Edward Boorstein, economist, Resources 
for the Future, Inc., Washington, D.C. 

Residential construction labor supply and costs, 1961-70; 
Emerson P. Schmidt, director of economic research, 
a of Commerce of the United States, Washington, 

The provision of adequate residential building sites in the 
sixties; Richard U. Ratcliff, professor of land economics, 
School of Commerce, University of Wisconsin, Madison, 
Wis. 

Critical problems to be faced in obtaining residential building 
sites; 1961-70; Max Wehrly, executive director, Urban 
Land Institute, Washington, D.C. 

Farm housing; E. V. Smith, director, agricultural experiment 
station, dean, Auburn University, Auburn Ala. 

Supply of dwellings for underhoused farm families; Agri- 

| culture Department. 

. Financing: 

Financing the housing market of the sixties; David L. Grove, 
economist, Bank of America National Trust & Savings 
Association, San Francisco, Calif. 

The availability of residential mortgage credit; Saul B. 
Klaman, economist, National Association of Mutual 
Savings Banks, New York, N.Y. 
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Supply factors—Continued 
Financing—Continued 

Postwar trends in the sources and uses of capital funds; 
James J. O’Leary, director of economic research, Life 
Insurance Association of America, New York, N.Y. 

The effects of monetary policies on the residential mortgage 
market; James J. O’Leary, director of research, Life 
Insurance Association of America, New York, N.Y. 

The impact of monetary policy on residential construction, 
1948-58; Warren L. Smith, University of Michigan and 
Harvard University. 

Improvements of Federal home loan bank programs; Edward 
KE. Edwards, professor of finance, School of Business, 
University of Indiana, Bloomington, Ind. 

A program for the Federal Home Loan Bank System designed 
to improve the distribution of the pool of credit available 
for new residential construction; Kurt E. Flexner, associate 
professor of finance, New York University, New York, N.Y. 

Changes in Federal home loan bank programs; Robinson 
Newcomb, economic consultant, Washington, D.C. 

Increasing credit for new construction; Neal J. Hardy, 
director, National Housing Center, Washington, D.C. 

A more effective mortgage insurance corporation; Miles L. 
Colean, economic consultant, Washington, D.C. 

Suggested modifications of the FHA, VA, and FNMA 
programs to improve the supply and distribution of mort- 
gage credit available for home financing; Robert E. Scott 
realtor, Elizabeth, N.J. 

The FHA mortgage insurance premium—an analysis and an 
alternative; Ernest M. Fisher, professor of urban land 
economics, Columbia University, New York, N.Y., and 
Chester Rapkin, research associate professor, University 
of Pennsylvania, Philadelphia, Pa. 

FHA premiums and fund mutuality; Harry Held, vice 
president, Bowery Savings Bank, New York, N.Y. 

Proposal for a central mortgage reserve bank; Thomas P. 
Coogan, president, Housing Securities, New York, N.Y. 

Facilities for mortgage credit; James W. Rouse, mortgage 
banker, Baltimore, Md. 

Housing credit for middle-income families; William L. C. 
Wheaton, director, Institute for Urban Studies, University 
of Pennsylvania, Philadelphia, Pa. 

Government aids to financing private purchase of houses; 
Sherman J. Maisel, professor of business administration, 
University of California, Berkeley, Calif. 

Sources of farm housing credit; Agriculture Department. 

The compendium of papers was published in December 1958, and 
distributed to participating authors, Government agencies, trade 
associations having an interest in housing legislation, and members 
of the public who expressed an interest in the publication. 

During the period from May 14 through May 29, 1959, the sub- 
committee held heari to further cami information contained 
in the December publication. Participating authors appeared to 
discuss their papers, with the following exceptions: 
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E. Everett Ashley III, Director, Statistical Reports and Development 
Branch, Housing and Home Finance Agency, appeared in place 
of Professor Ratcliff, who could not be present. 

C. Hobart Carr, chairman, Department of Banking and Finance, 
New York University, appeared in place of Dr. Flexner, who 
could not be present. 

David K. Gillogly, graduate fellow in economic research, University 
of Miami, Coral Gables, Fla., appeared in place of Dr. Wolff, 
who could not be present. 

David L. Grove was unable to appear, but submitted a statement for 
the record of the hearings. 

In addition, Mr. L. Durward Badgley, director of real estate and 
mortgage research, Mutual Life Insurance Co. of New York; 
Mr. Cornelius R. Gray, administrative assistant to the president 
and secretary-treasurer, Building and Construction Trades De- 
partment, AFL-CIO; Mr. Louis Paradiso, Assistant Director, 
Office of Business Economics, Department of Commerce; 
Kenneth L. Scott, Director of Agricultural Credit Services; 
Mr. Kermit H. Hansen, Administrator, and Charles C. Barnard, 
Director, Budget and Statistics Division, Farmers Home Admin- 
istration, Department of Agriculture—appeared before the sub- 
committee and submitted testimony. The Federal Home Loan 
Bank Board did not appear at the hearings, but submitted a 
statement for the record. 

The subcommittee takes this opportunity to express publicly its 
sincere appreciation for the contributions made by all the above- 
named authors and witnesses. 

The record of these hearings was published later in 1959. 

Since adjournment of the 1st session of the 86th Congress, the sub- 
committee has reviewed data obtained in the compendium of papers 
and in the public hearings, has reached certain conclusions, and makes 
recommendations for legislation. These recommendations, supported 
by findings and conclusions, are respectfully submitted for the con- 
sideration of the Committee on Banking and Currency. 





PART II. MAJOR FINDINGS 
DEMAND AND Neep Factors 
ESTIMATE OF NEW UNITS REQUIRED 


New residential construction requirements for the 1960’s are esti- 
mated at a minimum of 16 million nonfarm permanent units, or an 
average of 1.6 million a year. These 16 million units will be needed 
to provide shelter for the 11 million new nonfarm households estimated 
to be formed and to provide replacements for the net loss of about 
5 million units, standard and substandard, which it is estimated will 
be demolished, vacated, or lost from the inventory during this period. 
New construction should gradually increase from requirements of 1.4 
million a year at the beginning of the decade to 2 million a year by 
the end of the decade. 

In order to develop estimates of new units required for the decade 
of the sixties, it is necessary to estimate population growth, new family 
and household formation, changes in geographical location of the 
ann family, and changes in the utilization of the existing housing 
stock. 

Population growth is a fundamental consideration in projecting need 
for new housing units but, equally important is how that population 
is distributed into family and other separate groups seeking inde- 
pendent living quarters. For example, the baby boom of the late 
1940’s had less effect on the demand for new housing units than will 
the maturity of those babies into young married couples 20 years later. 

Of equal importance in determining the number of new units re- 
quired is the distribution of the population by areas. Americans are 
a mobile people and to the extent that this mobility causes concen- 
tration of the population in already impacted areas, a much greater 
housing demand is created. The movement away from the farm, the 
strong suburban movement, and the further concentration of the 
population in large metropolitan areas are important considerations 
in estimating future housing needs. 

The demand for new housing will be influenced also by the extent 
to which families will be satisfied to continue using small, overcrowded 
living quarters or will seek new housing to replace less desirable 
quarters. 


Population projections 

The growth of the U.S. population is the greatest single factor to be 
considered in estimating new household formation and the consequent 
new housing requirements for the future. 

Since World War II, U.S. population has grown at a rate far above 
the predictions of the professional demographers who predicted that 
our Nation is approaching a maturity where family size would level 
off at a point just adequate to reproduce itself. The high birth level, 
which has exceeded 4 million every year since 1954, has confounded 
the experts. According to projections of the Census Bureau, the in- 
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crease in population from 1950 to 1960, and again from 1960 to 1970, 
numerically, will exceed any previous decade in U.S. history and, 
percentagewise, will be greater than any decade since 1910. The 
current yearly growth is about 3 million persons. The 1960 population 
of 179 million is expected to reach nearly 214 million by 1970, a 20- 
percent increase. 

Population of the United States from 1930 to 1955, and projections 
for 1960, 1965, and 1970 are as follows: 


TABLE 1.—Population of United States, 1930 to 1970 








Average an- Average an- 

Year Population | nual increase Year Population |) nual increase 

in previous in previous 

5 years 5 years 
Ns in teteanaietsan pieces | 123, 188, 000 1, 471, 000 SND is ameunretbenemne cal 165, 270, 000 2, 717, 000 
REN | 127,362, 000 | | ee east 180, 126, 000 2, 971, 000 
SR a isn iectetntiedl wie eiesvabein | 132, 122, 000 | A SS 8. 2 eee 195, 747, 000 3, 124, 000 
SOUP Niatencécdduwumeccns 139, 928, 000 | ACG Vl WOO ands adiaesane 213, 800, 000 3, 611, 000 
OR Ss cbcnaes | 151, 683, 000 | 2, 351, 000 


Source: Bureau of the Census, with projections for 1960, 1965, and 1970 based on series II estimates pre- 
pared by the Census Bureau. 


The unusually fast growth in population since World War II has 
been a consequence of a surprisingly high birth rate, as well as a 
gradually reducing death rate. While the death rate has been running 
at the relatively low figure of a little over 9 per 1,000 population, the 
birth rate has been running at the high rate of a little over 25 per 1,000 
during the last 5 years. 

The increase in births over a period of 40 years may be seen in the 
following table: 


TaBLE 2.—Number of births in United States, 1980 to 1970 








Year Births | Year Births Year Births 
ne oars 2,618,000 || 1947......-.---.--- 3,817,000 |] 1955..........-.--. 4, 091, 000 
> OSFRRROHT 2,377,000 || 1948....-...----2-. 3,637,000 || 1960........-.-.--- 4, 300,000 
ek, 2, 559, 000 || 1949...---------_-- 3,649, 000 || 1965...------------ 5, 000, 000 
Wns... ce. 2, 858, 000 || 1950...------------ 3, 632, 000 |} 1970....---------_- 5, 500, 000 
Ri dcse-ixeenies 3, 411, 000 


Source: Department of Health, Education, and Welfare with estimates for 1960, 1965, and 1970 based on 
projections of current rates through 1970. 


Since 1940, there has been a sharp increase in the number of large 
families. Whereas the birth rate for first-born children has remained 
relatively constant over the last 20 years, the birth rate for second 
order births is up 65 percent, for third order births, up 130 percent, 
and for fourth order births, up 116 percent. At the turn of the cen- 
tury, the median age for the first marriage among men was 26 years of 
age. It is now about 22 years. Likewise for women, marriage age 
has dropped from 22 years in 1900 to around 20 years in 1959. 

These data are significant for they indicate that the effect of the 
postwar baby boom on new marriages and new housing will be felt in 
the late 1960’s—20 years later. A forecast of when this postwar baby 
boom will begin to create a significant impact on new family formation 
and on housing demand can be based on estimates of projections of the 
population, aged 18 to 24, from which comes the greatest number of 
new families. The number of such persons reached the lowest point 
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in 1955 as a result of the low birth rate during the depression of the 
1930’s. 


TaBLE 3.—Number of persons aged 18 to 24 in United States, 1930 to 1970 





Year Persons Year Persons Year Persons 
Ps iin hs Dei canteen 36, 403, G08 fi 1006. 2c ccdnnccncn 16, 790, 000 |} 1960. .......-....... 16, 282, 000 
ee ere 16, 061,000 1) 2000- . .-...- cde 16,014,000 || 1965. ..............- 20, 109, 000 
BB weseceurvesqcene 16, 607,000 || 1955. ............... 36117, GRRE BE dldact em scitccoce 24, 783, 000 


Source: U.S. Bureau of the Census with estimates for 1960, 1965, and 1970 based on projections of current 
data through 1970. 


Note the increase in potential new family formation in 1965 and 
1970. According to these data, from population growth alone, the 
new family formation in the late 1960’s will be 50 percent greater than 
in the late 1950’s. 

These data reflect only the gross new family formation. A net 
figure would take into account the dissolution of families from deaths, 
divorces, and other causes. 


Households 


Total household formation (farm and nonfarm) during the 1960’s 
is estimated at 10.5 million, or an average of about 1,050,000 units 
per year, according to the highest projections published by the Bureau 
of the Census. 

The annual increment will gradually increase from a low of about 
900,000 households in 1960 to 1,200,000 in 1970. 

These figures were taken from the highest projections proposed by 
the Bureau of the Census. The lowest projections show an annual 
average increase of 750,000 households for the decade. 

Testimony on the net number of households expected to be formed 
during the 1960’s was given by Dr. Paul Glick of the U.S. Bureau of 
the Census, and Elmer C. Bratt of Lehigh University. These men 
differed somewhat in the estimate of new household formations in the 
United States during the 1960’s, but if the Census Bureau’s highest 
projection series were to be accepted, their estimates would be almost 
identical. 

The Census Bureau prepared four sets of projections, varying from 
a low estimate for 1970 of 58.8 million households to a high of 62.9 
million households. Dr. Bratt’s estimate for 1970 was 62 million 
households, very close to the Census Bureau’s highest figures. 

The Census Bureau projections are based on various assumptions 
regarding future changes in population growth and in the tendency for 

ersons to marry and to establish separate households. A large num- 

er of judgment factors are necessary in predicting the future trend 
of population growth and the extent to which people in this country 
will establish themselves into separate households. The four projec- 
tions prepared by the Census Bureau, which are shown below, will 
permit anyone to select a particular series based on his judgment as 
to whether conditions will be conducive to rapid growth or to more 
moderate growth in the years to come. Series A and B contain 
estimates based on a more favorable climate for growth, and series C 
and D a less favorable climate. 
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TaBLeE 4.—Number of households for the United States: 1930-58, and projections, 
1960-80 


{In thousands] 
[Series A and B based on population series IT; series C and D on population series IIT] 
































Number of households Average annual — over preceding 
ate 
Date ! Census Projections Census Projections 
| or ae ta a or 
CPS | CPS 
figures | Series | Series | Series | Series | figures | Series | Series | Series | Series 
A Cc D J B D 
al seen centile a aa ate cel eases 
i } | 
Census: | | 
April 1930_....... GT $65655-.s) coh sl estes - ba DGB. cute sieshbietids Wil pd ccsdelp eicasce 
April 1940__...... fy RR Plates Seiad niente PEND ontictabandenues Fe eee cease 
S: 
April 1947..-..... aU hi Niet cae hs CR i i al sR ial iene 
March 1950.....-- MEE Boerne ncalecsdoumaleeaatnneianacenae Sy Ge loscassccl: centsbabibcccpuaasaebiae 
April 1955_....... I oh eclan Tas omnia eo pigebindbeme aistied SOB han. need eiknh deb ties nds s~ 
March 1958......- i eR ee Ee els BOO Vinncipelbahedevdintnascuiaaedes~ 
Projections: 
July 1960......... , 425 | 51, 877 883 644 529 414 
July 1965_-. . 56, 076 1, 018 840 7 643 
July 1970_- 61, 094 1, 004 876 
PU eines ¢ 39, 318 | 67, 003 1,277 | 1,182| 1,043 1,017 
July 1980......... | 5 | 73,085 ap 1,216 | 1,128 1, 
Increase, 1958 to } 
ie x ccteth dh cargedupeipdngcad | 22, 683 , 31,149 | $1,018 5 4 3851 
Percent increase 45.0 40. Bis? Wnnscckestiasciaan ee i te elie Shenae 








1 Census figures are as of Apr. 1; Current Population Survey (CPS) figures are as of the middle of the 
specified month; projections are as of July 1. 

2 Average annual (12-month) increase between January 1920 and April 1930. 

3 Average annual increase, 1958-80. 


The following assumptions were made with respect to the future 
trend in the percent of persons who will be heads of households in 
future years. These assumptions were applied with each age, sex, 
and marital status group. 

Series A.—The average annual change from 1950 to 1957 in the 
proportion of persons in each age group who were household heads 
was assumed to continue to 1965. One-half of this average annual 
change was assumed for the period 1965-75. One-quarter of this 
average annual change was assumed for the period 1975-80. 

Series B.—One-half the average annual change from 1950 to 1957 
was assumed for the period 1957-65. One-quarter of this change was 
assumed for the period 1965-75. It was assumed that no change 
would occur after 1975. 

Series C.—One-quarter of the average annual change from 1950 to 
1957 was assumed for the period 1957 to 1965. It was assumed that 
no change would occur thereafter. 

Series D.—The 1957 proportion of persons in each age group who 
were heads of households of a given type was iaeonie to continue 


to 1980. In view of recent changes, this is a conservative assumption. 

The series A projections were selected for purposes of this report, 
based on testimony and general opinion among several authors that 
the Census Bureau figures are generally too conservative. Dr. 
Elmer C. Bratt of Lehigh University testified that his projections of 
1970 household count would be about the same as the Census Bureau’s 
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series A figures. These latest projections are the fifth set prepared 
by the Bureau of the Census since 1943. In each instance, the pro- 
jections were underestimates of the actual count. Apparently a large 
part of this is due to the failure of the Census Bureau to give proper 
weight to economic influences which invariably affect the growth of 
population and households. 

During the hearings, Dr. Glick of the Census Bureau, who prepared 
the estimates, stated that these figures were projections and not 
dictions. In preparing them he merely extrapolated the previous 
trends under various assumptions as to the proportions of persons 
married and in the proportions setting up theirown homes. He made 
no assumption about future economic conditions or about the results 
of an aggressive and fruitful program to provide decent housing for 
all American families. He admitted that such a program would make 
a difference. In 1952, the last time the Census Bureau made projec- 
tions, the highest series projections turned out to be slightly less than 
the actual numbers only 6 years later 

The basic assumption of this report is that the United States will 
experience a continuing high level of economic activity and that the 
fruits of this activity will be distributed among all economic levels. 
The low-income family will benefit to a greater extent than before and 
should be able to purchase or pay rent for a decent separate house- 
hold of his own. If the economy were to falter and decline as in the 
depression of the 1930’s, it is very likely that individuals and families 
would be forced to double up and the number of new households 
formed would be even less than the lowest projection series of the 
Census Bureau. This report assumes a high level of economic activity 


during the 1960’s and consequently series A, the highest household 
projection series, was selected. 


TaBLE 5.—Projections of number of households for the United States, farm and 
nonfarm: 1959-70 


[Based on projection series A of Bureau of Census} 


{In thousands] 

Year Total Nonfarm Farm Year Total Nonfarm Farm 
ee 51, 607 46, 137 5, 470 || 1965 57, 517 52, 513 5, 004 
OUP ccasess5 52, 425 47, 025 5,400 ||} 1966.......__- 58, 477 53, 565 4,912 
1961 53, 088 47, 832 5, 256 |) 1967_.....-- 59, 550 54, 726 4, 824 
1962 54, 093 48, 900 5, ibis nce 60, 810 56, 067 4, 743 
1908.4. <25.<.. 55, 275 50, 134 5, 141 |] 1969....._.__- 61, 837 57, 137 4, 700 
1964. .......-- 56, 483 51, 400 Wea 62, 933 58, 339 4, 504 


The factors which lead to an increase in household formation are 
not all related to population growth. The tendency for more younger 
unmarried persons and more elderly persons to live independently in 
their own housing units may result in much larger numbers of new 
households formed and possibly upset the Census Bureau projection. 


To obtain an idea as to what groups are expanding most rapidly, 
the following table may be referred to: 


53432—60——3 








10 STUDY OF MORTGAGE CREDIT 


TaBLeE 6.—Projections of number of households by types in United States: 1960 and 
1970 


[According to Census Bureau series A projections] 
[In thousands] 























Increase, 1960 to 1970 
July 1960 | July 1970 

Number Percent 
SI aie alana lihsmennnasiiing 52, 425 62, 933 10, 508 20.0 
DEE OLE ATL DN 45, 103 52, 748 7,645. 16.8 
NS Ss isd sackeneddcdbieet 39, 340 46, 268 6, 928 17.6 
I se wl aieemansrtnenp edb oabebieipibia 1, 264 1, 270 6 5 
UE. cove toiincdeuncdebdsescocttenusccsanke 4, 499 5, 210 71 15.8 
Primary individuals_..............-.---.--------------| 7,322. 10, 185 2, 863 39.0 
Sahai ahlael a neninnttlaaetel estore een iiitelphidilemitacaslio 2, 219 2, 693 474 21.5 
St idintknindindhieesbhiningetqnnapeneinttiy ees 5, 103 7, 492 2, 389 47.0 


Other sources of housing demand 


In addition to new household formation, other sources of demand for 
new construction of residential units are (1) units needed to replace 
those dropped from the inventory because of destruction, demolition, 
abandonment, or conversion, (2) units needed to build up the vacancy 
ratio to a more normal level, and (3) the effects of family migration. 

Estimates to meet these other sources of demand ranged from 5 
million to 10 million for the decade of the sixties. According to the 
testimony, the most significant contributing factor appears to be the 
speed with which substandard units can be eliminated and replaced 
by decent standard housing. 


Substandard housing 


If conditions during the 1960’s prove to be comparable to those 
during the 1950’s, it is estimated that between 2.5 million and 3 million 
new units would be required to replace substandard units demolished, 
abandoned, or otherwise lost from the inventory during the decade. 
If, however, the problems of mortgage credit can be solved and an ag- 
gressive and effective policy is carried out to clear slums and eliminate 
substandard housing, an estimated 4 million new units would be re- 
quired for replacement of substandard units lost from the inventory 
during the decade of the 1960’s. By such a policy, it is reasonable to 
expect substandard nonfarm housing to be reduced from an estimated 
8.5 million in 1960 to 3.5 million in 1970. Total substandard housing, 
both farm and nonfarm, could be reduced from an estimated 11.5 
million in 1960 to 5.5 million in 1970. 

One of the basic sources of housing data on which predictions can 
be made for the 1960’s are those collected and published by the 
Bureau of the Census from the 1956 national housing inventory 
survey. In preparing estimates for the 1960’s, an assumption was 
made that the demolition and abandonment of substandard housin 
would proceed at about double the 1950-56 experience, as reporte 
in the 1956 survey. 

Dr. Rheinhold Wolff of the University of Miami presented data to 
the committee on the trend in the reduction of substandard housin 
since 1940. (See table 7.) In presenting these data he recognize 
that because of different definitions used by the Census Bureau from 
one decade to another, the data on substandard housing are not strictly 
comparable. 
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TABLE 7.—Total U.S. housing stock and substandard inventory: 1940, 1950, 1956, 


and 1960 
[1,000 units} 
Percent sub- 
Year Total hous- | Substandard 
ing stock inventory of total 
inventory 

TR ee inci Bi a ee ed 37, 325 18, 364 49.2 
Wei bk oo sche bo es ec bbb eases 45, 983 16, 944 36.8 
RODD isis hock beee ic nace ech edéulhd odd dggeiesestenenaaele 55, 341 13, 23.7 
REED COUUIIIOI o ieacinciccensncpaswies bein tndimendbaicaninneiaanea 60, 000 11, 301 192 


Source: Table prepared by Dr. Rheinhold Wolff from Census Bureau publications. 


Dr. Wolff also presented a detailed analysis of the change which 
took place from 1950 to 1956 on substandard housing. 


TABLE 8.—Components of change in U.S. inventory of substandard housing: 
0-56 


{1,000 units} 
Substandard housing Net effects on 
nai bibeileilei hema thale themed = 
ventory 
Increase Decrease 

Total of components of change_..................-..-.-.---..- 3, 508 7, 360 —3, 852 
Substandard units rehabilitated, and now standard._...._}.............. 4, 538 —4, 538 
Standard units lapsed to substandard.............-......- yf Eee eer +1, 431 
New Onmmtracteetis. .. 3. cok tase esis nc dcksid cddaiatentine LAD bev sdecetmttins +1,010 
ROIS 6s. 5 Snrtiiin an 6b heebntinasaddgeedetpotehdbdsdlinebyhtheidas~d 816 —816 
COT cin cee dbcadhsd <liecihinndtbeeblickectbimniiaieni 444 152 +292 
ANB a lis lh aide nnbighce abdeherodddidartineavihiniehndall 188 816 —622 
Other causes and other sources......................-.....- 435 1,038 —603 


Source: Table prepared by Dr. Rheinhold Wolff from Census Bureau’s 1956 National Housing Inventory. 


The data in this table demonstrate the various changes that take 
place in the housing inventory involving substandard housing. In 
general, substandard housing is reduced either by rehabilitation or by 
removing the unit from the inventory. The former is, by far, the 
most effective. According to Dr. Wolff, during the period 1950-56, 
4.5 million substandard units were rehabilitated to meet the minimum 
standards of plumbing and state of repair so as to be classified as stand- 
ard housing by 1956. During this same period, 2.8 million substand- 
ard units were removed from the inventory through demolition, aban- 
donment, merger, or conversion to nonresidential use. The sum of 
the reductions in substandard housing amounted to about 7.4 million 
units. However, at the same time, the process of obsolescence con- 
tinued, and about 3.5 million units became substandard or were built 
as substandard, making a net reduction of 3.9 million in the count of 
substandard units from 1950 to 1956. 

According to these data, housing has improved in the years since 
1950 but at a slow rate. The greater part of the improvement has 
taken place by improvement of existing units and a smaller part by 
demolition of substandard units. Improvement of existing units in- 
cludes such activities as remodeling or renovating to provide the units 
with standard plumbing equipment and placing the houses in good 
general repair. 

In considering substandard housing and the apparent improvement 
in housing since 1950, it is well to keep in mind the serious limitation 
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of the statistical information on this subject. The technique for 
measuring substandard housing is far from satisfactory. In the 
analysis presented to the subcommittee on this subject the witnesses 
used the commonly accepted criteria of general condition and presence 
of plumbing facilities as defined by the Bureau of the Census. A 
dwelling unit is considered substandard if it is dilapidated or lacks a 
private inside bath and toilet. No recognition is given to overcrowd- 
ing of the dwelling unit or of the structure by too many families; nor 
is any account taken of the environment in which the unit is located. 
The simple addition of a plumbing facility would result in a statistical 
rehabilitation according to criteria currently in use. 

The statistical improvement in housing from 1950 to 1956 may be 
misleading in view e the shortcomings of the definition of substandard. 
Many houses in rundown neighborhoods may have been included in 
the rehabilitated group based on the simple addition, through com- 
pulsory code enforcement, of minimum plumbing facilities. 

To project into the future the 1950—56 experience on the elimination 
of substandard housing is extremely difficult and must depend on a 
number of basic assumptions as to the state of our national economy, 
the availability of an adequate supply of good newly constructed 
housing units, and the effectiveness of the Government’s urban re- 
newal and other housing programs in eliminating slums and blight 
throughout the Nation. 

The witnesses who addressed themselves to this subject differed in 
their opinions as to the rate at which substandard units may be 
eliminated during the decade of the 1960’s. One witness, Mr. Sherman 
J. Maisel of the University of California, estimated that by 1970 the 
nonfarm inventory would contain about 6 million substandard units. 
This same witness estimated that about 260,000 substandard units 
per year would be demolished, or a total of 2,600,000 for the decade. 
This estimate merely projects in the 1960’s the average annual rate 
of demolition among substandard units which took place from 1950 
to 1956. Another witness, Dr. Rheinhold Wolff (represented by 
Mr. David K. Gillogly) of the University of Miami, projected the 
replacement requirement of substandard units in the 1960’s to an 
estimated 2,700,000 units. 

The following table on the substandard housing inventory has been 
prepared from material submitted to the subcommittee. The esti- 
mates for the decade of the sixties were based on an effective program 
to carry out national housing policy and thereby cut substandard 
housing in half by 1970. This program would call for the reduction 
of substandard housing from an estimated 11.5 million in 1960 to 
5.5 million in 1970. ‘To effect such a reduction, new construction of 
4 million units would be required to replace a corresponding number 
of units lost from the ventory. 
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TABLE 9.—Substandard dwelling units: 1950-70 


[Thousands of dwelling units] 

1950-57 1957-60 1961-70 
Substandard units at beginning of period --__._.............-.. 16, 950 13, 100 11, 500 
Less: Rehabilitation of existing units. -.-................... —4, 500 —2, 100 —3, 000 

Plus: Deterioration of existing umits_-_..-.............---- 1, 400 850 3, 

Less: Units lost through demolition, merger, or other 

To Shen ok <del dE bbe irda gndig man n'g inane dd dthiehuneds —1, 750 —850 —4, 000 
Plus: Construction of substandard units.................- 1,000 500 1, 000 
Net reduction of substandard units. ...........-...--.--- —3, 850 —1, 600 —6, 000 
Substandard units at end of period. _.-.......-...---..- 13, 100 11, 500 5, 500 


Source: 1950-57 and 1957-60 figures are taken from tables prepared by Dr. Wolff from the Census Bureau’s 
national housing inventory survey; 1961-70 estimates are projections based on the following assumptions: 

Substandard units would be reduced by 50 percent from 1961-70. 

New construction of substandard units would be 34 of the number built during the 1950’s. This would 
include seasonal units built without standard plumbing. 


Replacement of standard units 


In addition to replacement of substandard units, new construction 
would be required to replace standard units which are lost to the 
inventory from such things as fires, floods, and other disasters, as 
well as those which are torn down for new highways or other public 
ater 

ased on the Census Bureau’s 1956 national housing inventory 
survey, an estimated 114 million standard units were demolished, 
merged, or lost for other reasons during the decade of the 1950’s. 
Many of these did not require construction of new units for replace- 
ment because of conversions that took place at the same time. How- 
ever, if an active policy of home improvement is carried out during 
the 1960’s and if our current programs of highway extension, public 
building construction, and urban renewal are carried through the 
1960’s, there is good reason to believe that 1.3 million standard 
houses would be lost to the inventory and would require a correspond- 
ing number of new units to replace them. 

An aggressive program primed by fulfillment of the national housing 
policy to rid all our cities and small towns of slums would result in 
the 1960’s of the demolition, abandonment, or other loss of 4 million 
substandard units and 1.3 million units now classified as standard for 
which new units must be built to provide for replacements. 

Effect of migration on housing demand 

There is no question about the tremendous effect of migration on 
housin anata For the identical number of families the housing 
demand can vary substantially, depending on the location of these 
families. As families move from rural areas to urban areas, or from 
inside cities to the suburbs, or as they migrate from one part of the 
country to another, they leave behind a surplus of housing and create 
a shortage in the new area. If an equal number of families moved 
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in both directions, there would be no problem; but, as large numbers 
of families are attracted to new areas, their housing needs must be 
taken care of by new construction or by conversion of exiatiiig supply. 
An example of this has been the widespread movement to the suburbs. 
The great surge of suburban home construction has not been to meet 
the needs of new families but to meet the need of existing families 
leaving their homes in the city. Some of the homes left behind will 
be used by newly formed families, others will be available for replac- 
ing the units demolished or abandoned, but the remaining units will 
be surplus; first showing up as vacancies, then finally being taken 
off the market. 

This same process has taken place in rural areas where there has 
been a strong movement away from the farms. According to census 
estimates, the number of farm households declined about 20 percent 
from 1940 to 1955. This trend is expected to continue and another 
16 percent loss is predicted from the present time until 1970. The 
net effect on housing demand from this source alone could range from 
1 to 1% million units to house farm families expected to move to the 
cities and towns by 1970. 

Migration from one region to another and a continuation of the 
strong movement to the suburbs will certainly continue in the 1960’s 
and will require substantial numbers of new units to house those 
families moving into housing shortage areas. 


Vacant dwelling units 


There is a close correlation between migration of families and the 
vacancy ratio. As families move from housing surplus areas, they 
leave behind surplus vacant units which remain vacant for a time 
and eventually are removed from the inventory because of no demand. 

In addition to large numbers of surplus vacant units in areas 
experiencing substantial outmigration, there are two other sources of 
vacant units which have caused the gross vacancy ratio to rise from 
6.6 percent in 1950 to about 10 percent today. One source is the 
rapidly rising number of seasonal units; about one-third of the total 
vacancies are of this type. The other source of vacant units is the 
large number of marginal substandard units which stay on the market 
for a long time because of only limited demand. Nearly one-half of 
the vacant units were substandard in 1956. The following table was 
submitted to the subcommittee by Dr. Wolff: 


TaBLe 10.—Characteristics of the substandard dwelling units in the national housing 
inventory of 1956 which were vacant 








[1,000 units} 

1956 total 1956 vacant Percent 

inventory inventory vacant 
nN IE hie is is Sn i ch EL Ri dn cde 55, 341 5, 467 9.9 
Nondilapidated with all facilities. ................-......--.-. 42, 249 2, 863 6.8 
son. ncn nce wosmbingoontasdiaasememcoeth 8, 888 1, 482 16.7 
Cee pes tiaa nage emai miaiaas 4, 204 1,122 26.7 
EOE nc cocancwecmnccannepduadinnwenenna 13, 092 2, 604 19.9 





Sources: 1956 national housing inventory, summary tables 1 and 4. 
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Part of the new construction housing demand for the sixties will 
come from families moving to other communities and leaving large 
numbers of vacant units without a market. The net demand from 
this source is estimated at 2 million units for the decade based on the 
gross vacancy rate reaching a maximum of 11 percent by 1970. This 
high vacancy rate is partly attributable to the expected high rate of 
construction of seasonal units and second homes during the decade. 


Estimate of new units required 


A summary of the sources of demand for construction of new units 
is given below. The 1950—56 figures are based on the Census Bureau 
1956 survey. The 1957-60 figures are an extrapolation of the 1950-56 
trend through to 1960. The 1961-70 figures are based on an assump- 
tion of a high level of economic activity and an aggressive Government 

olicy to eliminate slums and blight. The number of substandard 
10mes would be cut in half and family migration would continue at 
present rates. 


TaBLE 11.—Source of demand for new construction in the United States: 1950-70 


(Thousand dwelling units} 
1950-56 1957-60 1961-70 
Source of demand: 
Household formation. ...................-.---------- .. 7,048 2, 626 10, 500 
Replacements for existing dwelling units lost through 
demolition, abandonment, conversion, and merger__-.... 1, 565 1, 242 5, 300 
Replacements for net increase in vacancies, including 
GERRI 6. ccercensucacnsusécnansiianaden ination 2, 307 332 2, 000 
Requirement for new construction. _..................-- 10, 920 4, 200 17, 800 
Nonfarm permanent umits.-.-.............--.--.--.......-.... 9, 720 3, 700 16, 000 
Farm, seasonal and temporary units..-...............-....- 1, 200 500 1,800 


The new construction program indicated by the net demand for 16 
million nonfarm permanent units during the decade will be spread over 
the 10 years with the greater number being required at the end of the 
decade. For the first 5 years, new construction should average 
1,400,000 units a year | for the last 5 years it should average 
1,800,000 units a year, probably reaching 2 million units a year by 
the end of the decade. 

For purposes of this study, the requirements for farm, seasonal, and 
temporary housing are treated separately. The usual credit facilities 
are not available for these types of housing. 

The estimates used in this study are based on criteria and measures 
of housing starts currently in use by the Bureau of the Census. To 
the extent that the Bureau of the Census revises its definitions and 
techniques to produce a higher count of housing starts the projections 
used in this report will be correspondingly higher. 
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TaBLE 12.—Changes in number of dwelling units in the United States, 1950-70 


[1,000 dwelling units] 
1950-56 
Dwelling units at start of period. ............-......-.-------- 45, 986 
Added by new construction !_........--.-.----.---------- 10, 920 
Added through conversions and other sources._........--- 1, 651 } 
Lost from mergers, demolitions, and other means. .-.--....- —3, 215 
Dwelling units at end of period. ........-.....-..---...------- 55, 342 
TEN dehenblbicle Sal icnnicehihpche dabhand wiebviciend aetcreine dalle 49, 874 
Vacant (includes substandard and seasonal): 
i ee cap gcidiciiainnmmadeaeneing 5, 468 
edged. dbnid os bacticndan dsp emp biciinabeink dumbest 9.9 





1 ape cemmpenting nonfarm figures are 9,700,000 during 1950-56, 3,700,000 during 1957-60, and 16,000,000 


Conclusion 


New permanent residential construction required for the period 
1961-70 is estimated at a minimum of 16 million nonfarm units pro- 
vided an active effort is made to eliminate substandard housing. 
Substandard housing could be reduced from 11.5 million in 1960 to 
5.5 million in 1970. The total inventory of housing would increase 
from 58.3 million dwelling units in 1960 to 70.8 million in 1970. 


FAMILY INCOME, PURCHASING POWER, AND HOUSING EXPENSE 


The average family income is expected to increase 22 percent from 
1960 to 1970, according to estimates prepared by the Department of 
Commerce based on @ continuing growth of the gross national product 
at an annual rate of 3 percent and a continuation of the historical 
relationship between real personal income and gross national product. 
This rising family income and purchasing power will be a significant 
factor in the number and quality of new fe built during the com- 
ing decade. The effectiveness of this purchasing as far as new-home 
construction is concerned, however, will depend not only on the total 
annual flow of personal income to American families, but also the dis- 
tribution of that total in various income brackets. The Office of 
Business Economics of the Department of Commerce has done exten- 
sive work on this subject and made available to the committee the 
latest estimates prepared on current family income and projections to 
1970. The following analysis is taken largely from data submitted 
by that Office. 


Family income and purchasing power, 1947 to 1958 

Looking back over the 11-year period 1947 to 1958, average family 
income increased 50 percent but there still remained, by 1958, 36 
percent of consumer units with annual incomes less than $4,000. 
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CuHart 1 


Average Family Income After 
Federal Income Tax 


Dollars 
6,000 


Constant (1958) Dollars 


5,000 oe 


one 


4,000 





1947 49 51 53 55 57 59 
U. $. Department of Commerce, Office of Business Economics $9-4-7 


The average (median) consumer income has risen by $1,700 sinee 
1947, from an average of $3,310 in 1947 to $5,050 in 1958. 

The 50 percent increase in average income from 1947 to 1958 (see 
chart above) partly reflects the upward movement of prices, but 
actually represents an increase in real purchasing power. The table 
below shows income distributions in both current dollars and constant 
(1958) dollars. The rise in average real family purchasing power 
totaled $850 in the 1l-year period, or about a 21 percent increase 
over 1947. 


53432—60——4 
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TaBLE 13.—Distribution of consumer units and their income by family income level, 
1947 and 1958 


Number of families and unattached Percent distribution 
individuals (millions) 


Family personal income 


(before income taxes) 1947 1947 
1958 1958 
In 1947 In 1958 In 1947 In 1958 
dollars dollars dollars dollars 
DomGer GR ss. otc culincce 7.6 11.1 7.6 14 25 17 
$2,000 to $3,999_.........-..... 12.1 17.1 13.2 22 38 30 
$4,000 to $5,999_..............- 13.6 9.2 11.6 25 30 26 
$6,000 to $7,999......-.-.---._. 9.2 3.8 5.8 17 9 13 
$8,000 to $9,999__......-.....-. 5.0 1.5 2.8 y 3 9 
$10,000 to $14,999__......-....- 4.3 1.2 2.3 8 3 5 
$15,000 and over__.........-..- 2.5 .8 1.4 5 2 3 
oe 54.3 | 
| 


Source: U.S. Department of Commerce. 


These data are significant from two points of view. On the one 
hand, there was no appreciable change from 1947 to 1958 in the num- 
ber of families at the lower end of the income scale who may have 
difficulty financing decent housing. For example, based on a constant 
dollar the number of consumer units with incomes less than $4,000 
changed very little in the 11-year period—20.8 million in 1947 and 
19.7 million in 1958. 

On the other hand, the data indicate an increasing market for new 
and better homes among those with incomes above $4,000 annually. 
It is from this group that the great bulk of new home purchasers 
came, resulting in the dramatic increase of nearly 10 million home- 
owners during this period. 


Family income and purchasing power 1958 to 1970 


The table below for nonfarm families presents some measure of 
family income to be expected in the future. The Department of 
Commerce derived these data by making certain assumptions as to 
the continuation of past trends and relationships under conditions of 
a, full employment. The flow of personal income for nonfarm 
amilies in 1956 was $283 billion out of a gross national product of 
$444 billion. 

By 1970 this personal income is projected to $455 billion, an increase 
of more than 60 percent in 14 years. During the sixties, the Com- 
merce Department estimates that personal income will increase more 
than 40 percent, or an average of about 4 percent a year. This is on 
a constant dollar basis and makes no allowance for increases in prices. 


TaBLE 14.—Nonfarm families: Total and average income ! 


Total family Average (mean) family 
personal Number of personal income 
income of nonfarm 
nonfarm families 
families millions) 
(billions of 1958 dollars Index 
1958 dollars) 
i 283 3844 7, 360 100 
tha ia a aa a 320 41 7, 800 106 
ial dea tar didesiantindaiheaseainn 380 44 8, 600 117 
Rea dina iain aeimaiia emia neebanioinadl 455 48 9, 500 129 





a of total income have been rounded to nearest $5 billion, and those of average income to 
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The real purchasing power per nonfarm family in 1970 will be 29 
percent higher than in 1956, or 22 percent higher than in 1960. 

When evaluating the effect of this creased purchasing power, it is 
important to consider the extent to which it is distributed ameng all 
families. If, for example, the 22-percent increase were to oceur, in 
total, in the upper income group, it would not significantly improve 
the market for new homes. The Department of Commerce did not 
prepare an estimate of distribution of family income for 1970; but, 
under questioning during the hearings, Dr. Goldsmith and Mr. 
Paradiso pointed out the longtime trend toward a “flattening” of 
the income curve and offered the guess that 1970 would find a larger 
share of total income going toward the lowest fifth of families in the 
income scale and a smaller amount to the upper fifth. 

In 1929, only 13 percent of total personal income was received by 
the lowest 40 percent of consumer units, whereas 54 percent of total 
income was received by the highest 20 percent. By 1958, a percep- 
tible shift had taken place so that 16 percent of total personal income 
was received by the lower 40 percent of consumer units and 45 percent 
by the highest 20 percent. If this trend continues, it is expected 
that the $455 billion of personal income in 1970 may be distributed 
in line with this trend, but there is no evidence of any dramatic shift 
which would reduce significantly the approximately 20 million con- 
sumer units in the category of “less than $4,000” reported for 1958. 

To arrive at an accurate measure of the effect of the above analysis 
on the potential market for new homes is practically impossible, but it 
is not unreasonable to assume that, with average real income up 22 
percent from 1960 to 1970 and with a slight leveling-out of the income 
scale resulting in a relatively smaller number of families at the bottom, 
two things will happen: (1) relatively more families will have incomes 
sufficient to afford decent housing, and (2) there will be a substantial 
increase in the quality of the homes that American families can afford. 
By 1970 the number of families with annual incomes of over $6,000 
at 1958 prices could be nearly double the number today. Likewise, 
with the average family income expected to increase by 22 percent 
between now and 1970, there is every reason to believe that the quality 
of housing will be upgraded accordingly. 


Relationship between family income and housing expense 


Existing restrictions in the relationship of housing payments to 
total family income appear to be unnecessarily conservative. Arbi- 
trary rules on limits of credit for home mortgages may have contrib- 
uted to the sharp increase in other types of consumer credit resulting 
in a relatively underhoused American Nation. A different attitude by 
lending institutions and a change in policy by Federal agencies to 
permit more liberal financing with increased risks deserves most 
careful consideration. 

The need and the desire of the American people for better housing is 
present, but the financial means for many low and medium income 
families are absent. The need is well demonstrated by the 11.5 mil- 
lion substandard housing units, the approximately 5 million house- 
holds living in overcrowded housing, and the several million house- 
holds living in blighted etidhverlinede. A desire for better housing is 
indicated by the potential homeowners among the 8 million renters 
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who said in a 1958 survey that they had plans to buy a house, and the 
7 million homeowners who planned to buy a different house, and the 
6 million householders who to fix up and make major repairs to 
their homes. . The desire to live better is well demonstrated by the 
opinion surveys of the Survey Research Center of the University of 
Michigan, which reports a willingness to sacrifice and a deep desire of 
the American family for a good home. 
The two witnesses who submitted pepe on the subject of the 
roper relationship between income and housing expense, Mr. James 
Seucetn of Survey Research Center, University of Michigan, and 
Mr. H. E. Riley of the Department of Labor, agreed that there is no 
simple rule to follow. 
This is well demonstrated by the wide range of housing costs and 
variability in percent of total budget for housing among American 
cities, as seen below: 


TABLE 15.—Estimated annual cost of city worker’s family budget: October 1951 


Total | Hous- | Housing as Total | Hous- | Housing as 
City budget} ing percent of City budget; ing percent of 
total budget total budget 
Atlanta...............| $4,315 $934 21.6 || Milwaukee.......... $964 22.0 
Baltimore............| 4,217 875 20.7 || Minneapolis. _......- 4, 161 19.2 
Birming Seal 4, 252 805 18.9 |} Mobile. ......-.....- 611 15.4 
Ri. cinccen dine 4,217 801 19.0 || New Orleams__....... 3, 812 581 15.2 
Te dion 27 775 18.8 ew York_.......... 723 17.7 
te... <scdeine 4, 185 825 187 || Norfolk.............. 4, 146 815 19. 
Cincinnati__._......- 4, 208 901 21.4 || Philadelphia......_.. 784 19.2 
Cleveland... ......... 4, 103 715 17.4 || Pittsburgh__......... 4, 203 758 18.0 
Oo teclectiieathiintel 4, 199 857 20.4 || Portland, Maine.._.- 4,021 716 17.8 
ect kaxcunekace 4,195 758 18.1 Portland, Oreg_.....- 4,153 764 18.4 
Houston.._._-....... 4, 304 Got 22.4 || Richmond, Va....... 4, 338 997 23.0 
Indianapolis. _......- 4, 044 689 17.0 }} St. Lowis............. 4,112 751 18.3 
Jacksonville..........| 4,202 866 20.6 |} San Francisco........ 4, 798 18.7 
Kansas City_........ 3, 960 683 17.2 || Savannah............ 4, 067 746 18.3 
ngeles__.._..... 4,311 854 19.8 || Seranton............. 4, 002 707 17.7 
anchester, N.H....} 4,000 765 18.7 OO aad ont cheiincins 804 18.8 
Memphis_._........- 865 20.6 || Washington, D.C...) 4,454 | 1,034 23.2 


Source: U.8. Department of Labor. 


Not only is there wide variability in total budget ($3,812 to $4,454) 
and housing costs ($581 to $1,034), but also in housing as a percent of 
total budget (15.2 percent to 23.2 percent). These figures are 
averages for the city worker’s family budget as computed by the 
Department of Labor. The actual figures among all families in these 
cities would demonstrate an even wider variability. 

Even the underwriting manual of the Federal Housing Adminis- 
tration recognizes no simple rule on this matter. On page 1654 of 
this manual may be found the following: 


One of the principal problems in mortgage credit analysis 
is to determine whether a mortgage obligation will be within 
the mortgagor’s financial ability to pay. The rulesof thumb, 
“monthly mortgage payment should not exceed 25 percent 
of a mortgagor’s income,” and “value of the property should 

Fincoiae” have 


not exceed 234 times the mortgagor’s annua 
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been demonstrated to be unreliable as criteria, and, in fact, 
unsound in principle. Specific maximum ratios for all mort- 
gagors are not practicable because of variations in local 
conditions, living standards, different family housing needs, 
and other conditions affecting ability to pay. 


As Mr. Morgan pointed out, the most important aspect of this is 
the willingness to sacrifice and the consumer’s desire for better housing. 
Once above a certain basic minimum, American families are capable 
of paying a great deal more than generally considered sound by 
mortgage lenders. 

To demonstrate the lack of uniformity in the relationship between 
monthly payments and family income, the following table of data 


released by the survey research center of the University of Michigan 
is given: 


TaBLE 16.—Monthly mortgage payments by family income groups, 1957 and 1958 
surveys | (nonfarm homeowners with mortgages only) 


[Percent of families] 


Total family income 





Monthly mortgage payment | All in- 
comes | Less | $2,000 | $3,000 | $4,000 | $5,000 | $6,000 | $7,500 | $10,000 

than to to to to to to and 

$2,000 | $2,999 | $3,999 | $4,909 | $5,909 | $7,499 | $9,909 | over 


— | ——— | —__—_ | ——q_— | um |—\um—\__\|\_____.. 


Te WE ens cccsced 9 31 35 19 12 7 4 3 5 
GOO MIG ee 8 13 8 16 13 10 6 6 3 
Oy ara ae ll 10 5 21 14 12 12 8 Ss 
Wen WS Wes oss ttlid 17 14 16 13 22 22 18 16 7 
ss 20 14 17 19 18 23 23 20 18 
nc hahereaemcnan 22 8 15 7 17 21 27 28 26 
| Sra 10 6 + 2 2 5 10 16 20 
$180 ena ever. ...-..s....... 3 4 @) 3 2 @) @) 3 13 
NO id cin xeantae 100 100 100 100 100 100 100 100 100 
Estimated number of cases_-. 600 76 65 120 190 250 375 375 375 

Percent of owners who have 
@ TG a es a 17 32 48 57 65 76 71 60 


Interpolated median pay- 
WUE Co 2c 5sbs~- soba eed $64 $48 $51 $47 $55 $60 $67 $72 $84 


1 Includes taxes and insurance, even utilities in some cases, not in others. These items are, however, only 
a small part of total mortgage payments. 
2 Less than 0.5 percent. 


Source: 1957 and 1958 surveys of consumer finances. 


Note the wide dispersion of monthly payments paid within specific 
income groups. It is apparent that many families with relatively 
high income make monthly mortgage payments well below their capac- 
ity and, vice versa, many families with low income make monthly 
mortgage payments well above a level generally considered sound by 
mortgage lenders. 

The same lack of uniformity can be seen from the data in table 17 
below. According to these data many families live in homes valued 
well below what their annual incomes indicate they could afford. 
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TABLE 17.— Value of owner-occupied nonfarm homes, by family income groups 
(1956-58 combined) ! 


[Percent of families] 




















Family income 
All in- At ee * Ear he i 
Value of home comes 
Under | $1,000 to | $2,000 to | $3,000 to | $4,000 to | $5,000 to 
$1,0002 | $1,9992 | $2,999 $3,999 $4,999 $7,499 

| 
Under $2,500___._.._. 4 16 ll Ss 5 4 1 ®) 
$2,500 to $4,900... ___ 8 19 14 | 17 15 12 4 2 
$5,000 to $7,499_..____ 14 30 24 25 21 16 12 4 
$7,500 to $9,999... __ 15 11 15 16 20 21 19 9 
$10,000 to $12,499_____ 19 15 | 17 17 18 22 25 16 
$12,500 to $19,999____. 26 | 6 | 14 13 16 19 32 3€ 
$20,000 or over_..___- 14 | 3 5 4 5 6 7 33 

ee 100 100 | 100 100 100 100 100 

Interpolated median.| $11, 185 $6,250 | $7,666 | $7,500 | $8,625 | $9,650] $11,400| $16,475 
Number of cases_._.. 4, 790 224 33. 368 525 1, 383 1, 446 
Mean (1958 only)....| $12,580 | $6,700 | $9,250] $8,520] $8,550 | $10,200] $12,250] $17,830 


1 From the 1956, 1957, and 1958 surveys of consumer finances, 


2 Most of the people in these income groups are old, retired people. 
3 Less than 0.5 percent. 


The question raised, therefore, is the capacity of the American 
people to purchase in accordance with their desires. A clue to the 
answer to this is an analysis made of the extent to which American 
families are now making monthly installment payments for various 
consumer goods other than housing. In a 1958 survey by the Univer- 
sity of Michigan, the interviewers aaa that one out of eight families 
were paying 20 percent or more of their incomes for installment pur- 
chases. This was true among both low-income and middle-income 
families. 

Conclusion 


Average family income, representing real purchasing power, should 
be 22 percent higher in 1970 than in 1960, but despite some ‘“‘flatten- 
ing” of the income curve there is no prospect for a significant reduction 
in the 20 million families and individuals who have current annual 
incomes of less than $4,000. 

The effect of this on housing is to expect the construction of better 
quality and higher priced homes, corresponding to the 22 percent 
increase in real family income. However, unless this is accompanied 
by a building program to supplement the supply of housing for occu- 
pancy by low- and moderate-income families, it will leave unresolved 
che housing problems of many American families. Furthermore, the 
estimated large number of low-income families by 1970 points up the 
difficulty of demolishing or otherwise eliminating 4 million units of 
substandard housing on which is predicated the. construction of at 
least 16 million nonfarm permanent homes during the sixties. 

The American people have demonstrated a great desire for better 
living conditions and a willingness to make the necessary sacrifices to 
satisfy this desire. The potential purchasing power in this Nation 
should be adequate to support a demand for a new construction pro- 
gram of 16 ain nonfarm units from 1961 to 1970, although greater 


flexibility in qualifying potential consumers may be required to satisfy 
this demand. 
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CREDIT TERMS AND DEMAND FOR RESIDENTIAL CONSTRUCTION 


Mr. Ramsay Wood, of the Bureau of Business and Economic Re- 
search, University of California, in Los Angeles, Calif., prepared a 
most thorough and scholarly paper on the subject of credit terms and 
the demand for residential construction. His views were shared b 
Mr. S. Durward Badgley, director of real estate and mortgage véieeneh 
of the Mutual Life Insurance Co. of New York. No purpose’ would be 
served by attempting to summarize or paraphrase Mr. Wood’s con- 
clusions, and that portion of his paper is reproduced below: 


With a few exceptions that will be noted in the analysis of 
some cases, conclusions or generalizations in this summary 
and elsewhere in the paper about effects and outcomes under 
‘“diberal,”’ ‘‘relaxed,” or “easier’’ terms compared with those 
under ‘‘tight” or “less liberal’ terms are to be interpreted as 
referring to alternatives, not to time sequences. That is, we 
are comparing “what would happen” under one set of credit 
conditions with “what would ‘apibet” under another set, 
both in the same situation as far as other elements are con- 
cerned. We are not, for example, generalizing about market 
behavior under liberal terms in a depression compared with 
that under tight terms in a boom. 

1. Directly, a change in credit terms will affect those 
bidders who use credit, and will affect most those who 
use most credit. 

2. Indirectly, a change in credit terms will affect those 
bidders who pay all cash, or a large proportion of cash, 
by affecting the prices of houses. 

Thus, making credit available on easier terms is not 
analogous to giving everyone a cash gift, for example, or to 
reducing the prices of houses. On the contrary, easier terms 
give an immediate advantage to only some bidders, and will 
usually result in higher prices than would prevail under less 
liberal terms. 

3. Relaxed credit terms give a short-run advantage to 
those bidders prepared to pay for a house out of income, 
and put at a disadvantage those bidders perpared to 
exchange accumulated assets for a house. 

This does not necessarily mean that easier terms give low- 
income or elderly families, for example, an advantage over 
the well-to-do or the young. Elderly families frequently, 
and low-income families sometimes, have appreciable accum- 
ulated assets, but meager prospective mcome. Young 
families, on the other hand, often have relatively few assets 
but good prospects for future income. 

4. The extent of these advantages and disadvantages 
depends to a large extent on the composition of the 
relaxation of credit terms, as well as on the composition 
of demand and of supply. 

If the relaxation is solely a matter of reducing the monthly 
payment per $1,000 of mortgage without reducing required 
downpayments or mort, interest rates, for example, the 
advantage to credit bidders may be smaller than’ if’ the 
relaxation takes another form. e effect will also depend 
in part on the composition of bidders’ resources (income and 
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assets) and on the strength of their preferences for assets 
other than equity in real estate, and on the prices demanded 
by sellers. 

5. With any given composition of demand and of 
supply, the credit terms available largely determine the 
level of values for the standing stock of houses. 

6. The level of values established for the standing 
stock of houses under a new set of credit terms plays a 
large part in determining the amount of new building 
that will be done at any given level of construction costs. 

7. The level of construction costs plays a large part in 
determining how much turnover of the standing stock 
there will be at the level of values for the standing stock 
established by a new set of credit terms. 

The mere fact that bidders in the market are willing to 
pay as much for a new house as the cost of building it does 
not mean that the new house will be built. If existin 
houses that are equally acceptable to the bidders are avail- 
able at lower prices, the bidders will tend to buy the existing 
houses. If relaxed credit terms raise the prices of existin 
houses above the cost of new building, however, bidders wi 
be likely to buy the new and thus encourage building. 

Similarly, the existence of a bidder prepared to pay the 
price demanded by the owner of an existing house does not 
assure that the existing house will be sold. If the bidder can 
buy a new house that is equally acceptable at a lower price, 
he will tend to buy the new house, thus keeping turnover of 
existing houses below what it would be with higher construc- 
tion costs. 

8. Relaxation of credit terms that results in a level of 
values for the standing stock substantially above the 
level of building costs is likely to result in a large and 
rapid increase in new building, accompanied by a sharp 
rise in building costs. 

A large margin between the price put on existing houses 
by the going credit terms and the cost of building is likely 
both to make bidders prefer new to old houses and to require 
builders to bid resources away from other activities. These 
two influences tend to work together to result in rising costs. 
A smaller margin between the level of values for the existing 
stock and construction costs is likely to induce cost-reducing 
efficiencies to prevent the margin from being wiped out by 
market developments. 

9. The advantage that a change to liberal terms ordi- 
narily gives credit bidders over cash bidders will tend 
to result in a greater use of credit than under the tight 


terms. 

This is likely to be so both because a greater number of 
transactions are likely to involve use of credit, and because 
prices are likely to be higher, and to require more credit per 
credit transaction. 

10. If one aspect of relaxed credit terms is a lower 
mortgage interest rate relative to other rates, transac- 
tions are likely to take place with smaller downpay- 
ments, so that use of credit per transaction is likely to be 
higher. 
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If the mortgage interest rate is reduced below the rate of 
income bidders can earn on funds invested in assets other 
than real estate equities, there will be a tendency for pur- 
chasers of houses to keep their downpayments as low as 
possible. They will borrow as much as possible at the low 
mortgage rate in order to be able to earn as much as possible 
at the higher investment rate. 

11. More transactions are likely to take place under 
liberal terms than under tight terms, at least for a time 
after the change, with a consequent greater use of credit 
from this source. 

12. If maturities are longer under liberal than under 
less liberal credit terms, the volume of debt outstanding 
as a result of any given rate of lending will be greater 
under the liberal than under the less liberal terms. 


Conclusion 

Existing law gives considerable discretion to administrative agencies 
of the Federal Government to cause changes in credit terms for 
transactions in residential real estate. The principles related in the 
summary by Mr. Ramsay Wood are generally sound and are recom- 
mended to the careful attention of Federal agencies which have this 
discretion. 

Suppty Factors 


MATERIALS 


The prospects are good for an adequate supply of basic building 
materials to meet the needs of home construction during the sixties. 
According to testimony from Mr. Joseph L. Fisher, associate director, 
and Mr. Edward Boorstein, economist, for Resources for the Future, 
Inc., the only shortage which may develop is in lumber during the 
late sixties. 

Projections of demand for residential building materials by Fisher 
and Boorstein were based on annual dwelling unit construction of 
from 1,750,000 to 2,700,000 total farm and nonfarm, permanent and 
temporary, by 1970. This range is somewhat higher than that pro- 
jected by other witnesses and used elsewhere in this report. The 
table on dwelling unit construction follows: 


TABLE 18.—Projections of dwelling unit construction 1960-70! 


(Thousand dwelling units] 
1960 1965 1970 
TAO >... .cieooiuins opncentndigahde ccpeinnectoaed ae 1, 150 1, 380 , 750 
WA p tam | FT BING ao pn nbincqunesdh 45044 ciineestomiibnndaaebbecihe 1, 400 1, 600 2, 100 
NS iintas eo dikates cieeawrinichainds acieielncigeadiicien dtemsiianlaniaaanaiaalial=cnte 1, 600 1,900 2, 700 


1 All dwelling units farm and nonfarm, permanent and nonpermanent. 
2 Rough estimate based on estimates for permanent units from Timber Resources for America’s Future, 
U.S. Department of Agriculture, January 1958, p. 379, plus rough allowance for nonpermanent units by us. 


When Mr. Boorstein was asked during the hearings to interpret his 
projection of dwelling construction for the sixties in terms of nonfarm 

ermanent housing as published by the Census Bureau, he stated that 
his 1970 figure would imply an increase of 30 to 40 percent over 
present levels, or about 1.7 million units. 


538432—60——_5 
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Lumber 


_ The most important building material is, of course, lumber. Accord- 
ing to the data submitted, lumber requirements should increase from 
13 billion board feet in 1952 to 19.4 billion board feet as a medium 


estimate in 1970. See following table submitted by Mr. Boorstein 
and Mr. Fisher: 


TaBLE 19.—Lumber requirements for new residential construction 
[Billion board feet] 


1952 1960 1965 1970 
LAT... << hhinvibiemein eects nddadineciteb 5: Se Mk en eae 11.0 15.4 
PII cic acnee RR ea ae 13.0 13.4 15.1 19.4 
BENE nc bend DEE melee Fish ipnc wneud bean nwerndss ctbieteiet ted 16.2 18. 27.3 





These data are based not only on projected new construction but also 
on a dropping off of the average amount of lumber needed per unit. 
The medium estimates are based on the average amount of lumber per 
unit dropping from 9,700 board feet in 1960 to 9,250 board feet in 
1970. ‘This does not mean housing units will be smaller, but that 
substitutions will be found to reduce the average amount of lumber 
per unit. On the most probable projection, about 20 billion board feet 
of lumber would be required in 1970, or over 50 percent greater than 
in 1952. 

Total lumber production in the United States in recent years 
ranged from 36 to 38 billion board feet, with net imports ranging from 
1.5 to 3 billion. Residential construction has been accounting for 
about one-third of total consumption. If residential requirements 
were to increase to 20 billion board feet and if other uses of lumber 
in our economy were to expand at the same time, total requirements 
may be in the neighborhood of 50 billion board feet, or 25 percent 
higher than current peaks. Whether domestic consumption could 
expand to this level will depend on the degree of effort of all con- 
cerned, including the Federal Government, in working toward sub- 
stantial improvements in the sources of supply and the instruments 
of production during the 1960’s. 

upplemental data submitted during the hearings from American 
Forest Products Industries indicated that for the last few years we 
have been growing more saw timber than we are removing, although 
for a long number of years the opposite was true. According to the 
publication, “‘we are catching up.” 


Steel 


Demand for steel will probably rise from recent levels of about 
3 million tons to 4 million by 1970, as shown by the following table: 


TaBLE 20.—Projections of fabricated steel required for residential construction: 
1960-7 


[Million tons] 





: Submitted by Mr. Boorstein and Mr. Fisher. 
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Out of a total annual current production of steel of 120 to 130 
million tons, the demands of 3 to 4 million tons for residential con- 
struction are small. Therefore, a demand of several times present 
requirements should not be a problem for the 1960’s. 


Aluminum 


Mr. Fisher and Mr. Boorstein included aluminum in their study of 
building-material requirements on the assumption that the demand 
will increase greatly with new techniques and materials developments 
in the house of the future. They saw no difficulty in meeting an 
increase in the requirements from 100 million pounds in recent years 
to 1 billion pounds or more by 1970. Current production of aluminum 
is about 4 billion pounds. 


Prices of construction materials 


There will probably be continued pressure on prices of construction 
materials, especially lumber, which may experience shortages in some 
particular types during the late 1960’s. If so, this would be a con- 
tinuation of the tendency of lumber prices during recent years to rise 
faster than the general price level. Increases in the price of materials 
could have substantial effects on the total cost of housing because 
materials represent about 40 to 50 percent of total housing costs. 

Mr. Boorstein and Mr. Fisher stated that they saw no extraordinary 
development by way of new cost-reducing technology or new supplies 
which would change the historic trend of building materials rising in 
cost more rapidly than costs generally. In a subsequent paper, testi- 
mony from the representatives of homebuilders disagreed with this, 
stating that there is every reason to believe that pending developments 
in technology and cost-reducing construction procedures would offset 
price pressures from other sources. 


Conclusion 


The prospects are good for an adequate supply of basic building 
materials to meet the needs of residential construction during the 
sixties. Special types of lumber products may show up in short 
supply in some areas, but not enough to cause a serious rise in prices. 


LAND 


Testimony from competent witnesses on the question of availa- 
bility of land for residential construction during the 1960’s indicates 
no problem of land shortages, but a possible problem of adequate 
community facilities. 

Mr. E. Everett Ashley III, of the HHFA, Mr. MaxS. Wehrly of the 
Urban Land Institute, and Dr. Richard U. Ratcliff of the University 
of Wisconsin agreed that there is an abundance of raw land for resi- 
dential use, but there is a shortage of improved land with sewerage 
and water facilities. Out of total land area of about 3 billion acres 
in the United States, only 115 million acres are currently being used 
for community occupancy or for trade and industrial purposes. Even 
in the most densely populated States there is still plenty of raw Jand 
upon which to build. There is a shortage, however, of cheap land 
near sources of employment and other community services. The cost 
of this desirable land seems to have risen out of proportion to its 
intrinsic worth. 








a8 STUDY OF MORTGAGE CREDIT 


The big problem in the future is to find ways and means of expand - 
ing community facilities into new areas. R master plan of action 
should be undertaken on a regional basis or for whole metropolitan 
areas to coordinate efforts in this undertaking and to minimize ineffi- 
cient and expensive installations of new facilities. Millions of dollars 
could be saved and costs of new homes could be substantially reduced 
if more use were made of areas already served with community fa- 
cilities rather than opening up entirely new undeveloped areas. 

There seems to be serious shortage of capital to properly prepare an 
adequate supply of improved land. According to Mr. Wehrly, new 
private dwellings in the 1960’s will require 1,900,000 to 2,750,000 acres 
of land on which to build, and an added 40 percent for streets, recrea- 
tional areas, school sites, etc., making a total requirement of from 
2,500,000 to 3,500,000 acres. At a development cost of $5,000 per 
acre, the funds needed in the next decade for this purpose would range 
from $12.5 to $17.5 billion. 

An alternative to expensive acquisition of raw land and development 
in the suburbs is the more efficient use of existing residential areas 
in the cities. Urban renewal programs have this as one of their 
objectives. Under urban renewal and slum clearance programs 
recognition is being given to the valuable assets of land in the city. 

Dr. Ratcliff recommended that Federal financial assistance in the 
community facility field be limited to those areas with a master plan 
and an approved workable program. This prerequisite would en- 
courage community planning on a large scale and result in the most 
efficient use of available land for construction purposes. Other 
Federal and State action could be taken to help solve what home- 
builders say is ‘‘America’s No. 1 problem’’—the scarcity of reasonably 
priced improved sites served by community facilities. 

Conclusion 


The supply of land for residential development is adequate. The 
economical development of this land, however, depends upon the 
availability of community facilities at minimum cost. 

An alternative to acquisition and development of raw land in the 
suburbs is more intensive and efficient use of available areas in the 
cities made possible by urban renewal programs. 


LABOR 


According to testimony received from Mr. Cornelius R. Gray of 
the AFL-CIO, there has been a surplus of labor in the construction 
field for a long time and he can see no scarcity of either quantity or 
quality of building tradesmen in the 1960’s. The Department of 
Labor has predicted that skilled craftsmen, about 30 percent of whom 
are in the building trades, will increase in the magnitude of about 
25 percent during the decade of the sixties. 

In addition, Mr. Gray predicted continued improvements in produc- 
tivity. He demonstrated past improvements by pointing to the fact 
that it takes about the same proportion of annual family earnings to 
buy the average house today as it did before World War II. When 
one considers the improvements in size, conveniences, built-in features, 
and, more importantly, the increased cost of building materials and 
land, this seems to represent a significant increase in productivity. 


Mr. Gray presented data on the unemployment of construction 
workers as follows: 
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TARLE 21.— Unemployment rate in construction (by quarters and by years: 1954-58) 


Ist quarter | 2d quarter | 3d quarter | 4th quarter; Average 


—_———qqxwq— | —_qj] | —qw“e |) eK) um — 


20GB. nied iccbsccisasconccesecesapotesinbben 9.9 13.1 10.5 11.9 13.9 
BOUT «annie cnccsocesntcccccsceesanncntsobdiqes 14.4 8.9 6.7 10.0 10.0 
TOO. oninséscindsnmdctdtonsscctuddaddacanane 13.7 7.4 5.2 7.4 8.4 
Be an cdcs tn cenneceptnvncanetnsscseanmneball 15.1 8.6 5.7 7.4 8.3 
BREE. sence yqeccddpamibeonanandeneeebaps 4.5 8.1 7.8 9.5 10.3 


Source: U.S. Bureau of Census. . 


The seasonal unemployment problem can be seen by looking at the 
unemployment rate during one year. 


TABLE 22.— Unemployment rate in construction (by month, 1958) 


Percent Percent 
Sees. ceistiaeontvend TE EM a i tkitnninc oceeaemiwwns 11.3 
Fobruary iio i ck ewaeibueey 21.2) ROE iin cn cee stellen 10. 5 
Mev. . 5 canccvounibeetianasind 20. 0 | September_..-...---...-.----.-.- 9. 6 
FO ee ee RR a SS ee es Seer ate 9.1 
MSC... oo ogi eed ee eee AiO) eres rin sc a tenesnnpietincie 11.1 
JUNE. 6 ee ccatattesene 4k VPC eee tin Ceca 15.7 


Source: U.S. Bureau of Census, 


These figures indicate a surprisingly high unemployment rate amon 
construction workers and give some indication of the unused potentia 
in the building industry. A better organized industry with a smooth 
flow of work would eliminate this unemployment without causing price 
rises. 

Dr. Emerson P. Schmidt of the chamber of commerce agreed in part 
with Mr. Gray when he stated that no effective economic demand has 
ever been left unfulfilled for an extended period because of the scarcity 
of common or skilled labor. He made it clear, however, that this 
would be true only in a free market and that artificial forces which 
would overstimulate housing starts might bring about a shortage of 
labor. He said that any short-run shortages of labor could be miti- 
— by accelerated training, some shifting of personnel, shifting of 

esign or components, and increased money incentives, or some com- 
bination of these. He warned, however, that on a long-run basis, 
home construction could be retarded by labor shortages if production 
rises sharply through overstimulation. 


Conclusion 


Labor supply for residential construction does not appear to be a 
problem for the sixties. Local shortages in particular s may occur 
from time to time but unless there are sporadic sharp increases in 
demand for labor because of instability of construction activity, no 
overall shortages are expected. 


TECHNOLOGY AND RESEARCH 


Technological improvements in materials, better construction 
techniques, and more efficient design can result in better homes in 
the future without a change in price, according to the testimony from 
Dr. Ralph J. Johnson, director of housing research in the National 
Association of Home Builders, and Mr. George Price, president, 
National Homes Corp. Both of these men are qualified experts 
and ae with authority in the field of housing technology and 
research. 
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Dr. Johnson testified that since World War II there has been more 
change in the character of the homebuilding industry than during all 
preceding history. Today’s homebuilders must become experts in 
financing, land development, design, construction, and merchandising. 
In recent years homebuilding has evolved from a craft to an industry. 
The builder today is in many ways a manufacturer, and is likely to 
continue as such in the future. 

The results of technological improvements in home construction 
have already brought about some reductions in cost and improvements 
in quality. A recent study of the Department of Commerce stated 
that: 


Among the gains made by homebuilders were the applica- 
tion of business-management principles to the extent of 
improving production engineering, the shortening of erection 
time, the decline in the percent of profit, the manufacture of 
component parts, the application of mechanization, the pre- 
cutting and prefinishing of materials, the development of 
systems of roof framing such as trusses which permit non- 
load-bearing interior partitions, and modular dimensioning. 
These economies come close to paying for such new features 
as built-in appliances and air conditioning, improved plumb- 
ing and wiring, better quality windows and doors, double- 
glass windowpanes, additional closets, fireplaces, more 
masonry, and expanded cabinetry of more expensive 
materials. 


Dr. Johnson claims all of this is only the beginning of industrializa- 
tion of the homebuilding process. He predicts that this process will 
continue and provide even higher values in new homes in the decade 
of the sixties. 

Related to improvements in materials and construction techniques 
are other subjects which will play a big part in the cost and quality 
of the home in the future. The most important of these is the critical 
factor of land use and community facilities. While the cost per square 
foot of the house has increased only modestly in the past decade, 
the cost of land has more than quadrupled and the cost of land 
development has about tripled. Before World War IT a finished lot 
represented about 10 percent of the price of the house, whereas today 
it represents about 25 percent. There is nothing in sight which would 
cause a reduction in this ratio. The greatest single contribution 
which would act to reverse this trend would be the development of 
a satisfactory individual sewage disposal system which would free 
the land of its most expensive utility tie; namely, the sanitary sewer. 
Even more revolutionary would be the construction of a house com- 
pletely free of the land and independent of all utilities—water, sewer- 
age, electricity, and telephone. For example, it is now possible to 
convert solar energy directly to electrical energy, but no technique 
has yet been contrived for storing this energy efficiently and econom- 
ically. Likewise, the harnessing of atomic energy for household use 
is a distinct possibility for the future, although this will probably 
not occur in the sixties. 

The key to success of these new techniques, which would contribute 
much to a well-housed America, is research. There is a serious lack 
of information on the fundamental science of homebuilding. The 
witnesses before the subcommittee were almost unanimous in urging 
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more research from technological, social, and economic points of view. 
Without more basic study and research the evolution of craft home- 
building to industrial homebuilding will continue its slow, painstaking 
and costly process. 

In addition, Dr. William Wheaton deplored the lack of an adequate 
research program on such things as financing costs; mortgage market 
problems, inventory analysis, market research, and related subjects 
without which our methods for providing shelter are very little ad- 
vanced over 25 years ago. 

Mr. George Price suggested the following as an answer for over- 
coming some of the apathy in developing and using new techniques 
in homebuilding: 

1. Stabilize the homebuilding industry. This would be a great 
incentive to continuous and long-range research. 

2. Review and revise existing performance criteria for the evalua- 
tion of new methods. 

3. Provide Federal sponsorship of research through universities and 
research organizations. 

4. Encourage standardization of regulations. 

5. Establish an incentive system for inventiveness, ingenuity, and 
production efficiency within the industry. 


Conclusion 


If new homes of the sixties are to improve in quality in conformity 
with other great advances anticipated in our economy, and if advanced 
technology is to compensate for increases in the prices of developed 
land and materials, a comprehensive and aggressive research program 
to develop new and better techniques in all phases of residential con- 
struction is essential. 

In addition to such technical research, studies should be undertaken 
on other important phases of our shelter problem—amarketing, financ- 
ing, and consumer abilities and desires. 


MORTGAGE LOAN REQUIREMENTS 


Additional mortgage funds amounting to $140 to $160 billion will 
be needed to finance new residential construction during the 1960’s, 
according to estimates made in papers submitted to the subcommittee. 

Dr. David L. Grove, Bank of America, San Francisco, Calif., esti- 
mated needs at $141 billion. In arriving at his estimate, Dr. Grove 
assumed a new residential construction expenditure of $235 billion for 
the decade of the sixties. He assumed nonfarm starts of 1.2 million 
per year requiring average annual outlays of $21 billion for the first 
5 years of the decade, and starts of 1.4 million and expenditures of 
$26 billion per year for the last 5 years of the decade. 

To the extent that starts exceed the number assumed by Dr. Grove, 
the mortgage requirements would be much bigher than $141 billion. 

Basic to Dr. Grove’s estimate was the assumption of a continuing 
relationship of 60 percent between new mortgage funds and new con- 
struction expenditures. He pointed out that this relationship existed 
throughout the period 1948-57 and assumed that it would continue 
into the future. 

Dr. Grove recognized the difficulties in making even a rough approx- 
imation of the probable requirements of new mortgage money for the 
future. The demand for new mortgage funds is influenced by many 
factors and the relationship between new construction expenditures 
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and mortgage debt may have been coincidence. The computation 
used by him is as follows: 


TaBLe 23.—Computation of new mortgage requirements for decade, 1961-70 


I a ie eae ae million _ 13 
Total new residential construction costs. .-........----------- billion.. $235 
Mortgage requirements as percent of cost of new residential construction 
percent_-_ 60 
Estimated new mortgage requirements__.............--------- billion... $141 


Source: Paper submitted by Dr. David L. Grove. 


New mortgage funds are added to the total debt as a result of many 
variable economic, demographic, social, and political forces. It is 
practically impossible to evaluate these forces to give a precise esti- 
mate of future need. All that can be done is to project current 
developments into the future and make an educated guess on the net 
effect of these factors. Dr. Grove did this in making his estimate of 
$141 billion in new loan requirements. The other witnesses before 
the subcommittee stated that the funds now flowing will be less than 
needed but did not venture a quantitative estimate of the requirements. 

The Federal Home Loan Bank Board submitted an analysis to 
demonstrate that funds expected to flow into new mortgages through 
savings and loan associations indicate a supportable volume of private 
housing starts of 14 to 16 million for the decade of the 1960’s. In 
arriving at these figures the Board estimated that savings and loan 
associations would require from $66 to $76 billion of new mortgage 
money to finance from 4.3 to 4.9 million new units. Financing for the 
remaining 10 to 11 million new units would come from other sources, 
which would require at a minimum $100 billion of ae money. 

The table below, submitted by the Federal Home Loan Bank Board, 
shows the data the Board used in arriving at the supportable volume 
of 14 to 16 million new nonfarm starts for the coming decade. 


TABLE 24.—All savings and loan associations, estimates of potential growth 


| Amounts in billions (constant dollars 1958-70) Num- 
ber Percent 
| I 
n- 


con- | savings | Private 
New mortgages | struc- | and loan | housing 
Net Mort- | Total | crease 


tion | construc-| starts 





sav- gage main {in mort-| loans tion to (mil- 
ings | repay- | sources gages Con- | (mil- | housing lion) 
inflow | ments eld | Total eee lions) starts 
tion 
Eki ncegucnaidocnad 18.2 22.3 40.5 17.8 40.1 13.4 1.5 27 5.7 
1956-60 (escimated)_....| 29.0 35. 2 64. 2 28.0 62.8 22. 6 1.9 31 6.0 
Total 1951-60 (es- 
timated)........ 47.2 57.5 104.7 45. 6 102.9 36.0 3.4 29 11.7 
Potential Assumed Sup- 
capacity ! share? | portable 
volume 2 
1961-70 (estimated) 
available savings 
assumed: 
i, I itor ts esieae 70.0 93.0 163.0 66.0 159. 0 53.0 4.3 31 14 
B. Medium -_-_--.-..- 75.0} 101.0] 176.0 71.0 | 172.0 57.0 4.6 31 15 
5 STS a Gencidane 80.0 | 108.0] 188.0 76.0 | 184.0 61.0 4.9 31 16 


1 Allowance made for maintaining present liquid asset position; no allowance for change in borrowing 
position, or average size of loan made. 


2 Assumes maintenance of 1956-58 average ratio of construction loans to housing starts. 
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The last column of the preceding table contains the estimated hous- 
ing units capable of construction based upon the assumptions and 
relationships previously mentioned. ‘Under category A, 14 million 
new private housing units would be started. This would represent 
a 20 percent increase over the total number of units constructed during 
the 1950’s. The corresponding figures under category B would be 
15 million, a 28 percent increase and, under category C, 16 million, 
a 37 percent increase over the current decade. 

In reviewing the method used by Dr. Grove and the Federal Home 
Loan Bank Board in arriving at approximations of future mortgage 
requirements, one is impressed by the dearth of dependable data from 
which projections can be made into the future. This is no reflection 
on the technicians preparing the estimates, but primarily reflects the 
lack of basic information on the various elements that contribute 
to additions to mortgage debt. There are two basic series of data 
on which activity in the mortgage market is based—the ‘Nonfarm 
Mortgage Recordings of $20,000 or Less” and ““The Mortgage Debt 
Outstanding.” (See tables below.) These two series do not provide 
complete information on the flow of investment funds into mortgage 
portfolios. For example, according to the mortgage recording series, 
more than $27 billion of nonfarm mortgages of $20,000 or less were 
recorded in 1958. At the same time, the mortgage debt series indi- 
cates that the net increase in nonfarm debt for one- to four-family 
houses amounted to $10.1 billion in 1958. The difference between 
these two figures of about $17 billion would presumably be mortgage 
money recovered from existing mortgage loans and reinvested in new 
mortgages. This is true only approximately, because the series are 
based on different criteria which present many problems to the analyst. 
Even the professionals in the field of mortgage finance find difficulty in 
attempting to distinguish between such terms as “l- to 4-family 
houses” and “multifamily properties” or “recordings of $20,000 or 
less” (there is no national series on recordings of over $20,000). The 
distinction between farm and nonfarm is another source of confusion. 
Papers submitted for the study sometimes referred to residential 
mortgages, other times to nonfarm mortgages, and in some cases to 
mortgages on all properties including commercial. 

The tables below are published by the Federal Reserve Board. 
None of the columns provides data for the residential universe in- 
tended in the study, but they are presented here to provide a good 
overall view of the various elements involved in the study of mortgage 
activity. 
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TABLE 26.—Nonfarm mortgage recordings of $20,000 or less 
{In millions of dollars] 
Savings Insurance | Mutual Commer- | Individ- 


cial banks | uals and 
others 
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The above series on mortgage activity do not provide the infor- 
mation needed regarding the flow of mortgage money. For example, 
there is little known about the amount of mortgage money used for 


newly built units compared with existing housing. Nor do we have 
accurate data on the size of the mortgage debt paid off through 
rouee meee and ee 

t 


n projecting the mortgage credit requirements for the next decade 
it is not enough to know about the volume of credit needed for new 
construction. Without knowledge of these other components of 
mortgage flow any estimate of the total would be meaningless. 

The Federal Home Loan Bank Board has recently begun publishing 
a series which provides rough approximations of the flow of mortgage 
money for financing 1- to 4-family homes. The technicians working 
on this admit the limitations of such data and regret that more 
accurate source material is not available, but defend the series as one 
which gives general magnitudes of flow and, therefore, serves a useful 
purpose. To provide the kind of data that this subject rightfully 
deserves requires new and up-to-date collection techniques carried 
out by the appropriate Government agencies. It should be possible 
for the Housing and Home Finance Agency, Federal Home Loan Bank 
Board, and the Federal Reserve System to combine their resources to 
collect the data needed. 

Table 27 below gives information on total additional mortgage 
financing flowing into transactions for new construction and existing 
homes, the total retired, and the net increase in the mortgage debt 
for nonfarm 1- to 4-family nonfarm homes. Also see chart 2 on 
page 36. 
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TABLE 27.—Morigage financing and increase in mortgage debt, 1- to 4-family 
nonfarm homes 





[Millions of dollars] 
Additional financing Retired and retained 
Dec. 31 Total 
Retirement !| Net increase 
() (2) (3) (4) (5) 

CO < sci endindsnininelateepaieieiie’ 8, 646 2, 283 10, 929 3, 378 7 551 
a EER RASS Sa Ee 7, 739 3, 029 10, 768 4, 227 6, 541 
i ied eciedneddphibiietaaiadaed 7, 456 4,030 11, 486 4, 697 6, 789 
Ween dunadibemcnndinendacsndapesal 8, 494 4, 197 12, 691 5, 097 7, 594 
WOEE epitickas chico detebaael 9, 573 5, 371 14, 944 5, 361 9, 583 
Wllbdtishicntinninpnccdiemniamremadidiiasiin 13, 254 5, 109 18, 363 5, 790 12, 573 
Fence ncnakecticdanmadacedites 12, 126 5, 373 17, 499 6, 712 10, 787 
Wil sdb och dctntindivaidutamesin’ 10, 465 5, 635 16, 100 7, 520 8, 580 
FU dintnocensenbiedcieionbenaten’ 10, 641 7, 670 18, 311 8,041 10, 270 

! Net of refinancing. 

2 Preliminary. 


From these data it would appear that the net increase in mortgage 
debt is equal, in general, to the mortgages recorded for new construc- 
tion. If this relationship were to continue into the 1960’s a volume of 
new construction of 16 million nonfarm units, requiring an average 
mortgage of $10,000 at 1958 prices and 1958 experience, would imply 
additional new debt of at least $160 billion of new money or about 60 
percent more than during the 1950’s. 

This estimate assumes, of course, that repayments and prepay- 
ments of mortgages will continue to equal approximately the amount of 
mortgage money flowing into the financing of existing construction. 
To give some idea of the complexity of evaluating such a flow, refer 
to chart 3 on page 38 prepared by the FHLBB on gross debt retire- 
ment. It is interesting to note that the gross retirement is about 
double the net retirement. For every $2 of mortgage money paid off 
(repayed or prepayed) about $1 was the result of refinancing and the 
other $1 became available to finance a new mortgage. Practically all 
of this $1 was used to finance new purchases of existing construction. 
In 1958, gross retirement of debt for 1- to 4-family nonfarm homes 
amounted to $17.1 billion. About $9.1 billion of that total was used 
for refinancing existing housing, about $7.7 billion was used to finance 


new purchases of existing homes, and about $0.3 billion was used to 
finance new homes. 


Conclusion 


New funds required to finance 16 million new permanent nonfarm 
units in the sixties are estimated at $160 billion, or about 60 percent 
greater than the quantity used during the past decade. The need for 
these funds will vary as home starts vary, increasing from about 
$11 billion in 1961 to about $20 billion by 1970. 

These estimates assume that mortgage funds to finance existing 
home purchases will come from repayments and prepayments of 
existing mortgages. 
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SUPPLY OF MORTGAGE CREDIT 


The supply of mortgage credit for nonfarm residential construction 
in the decade of the sixties will depend on many variables but could 
easily reach an amount 50 percent greater than the approximately 
$100 billion of new residential mortgage credit used in the fifties. 
This could occur if the past rate of savings continues and if the pro- 
portion flowing to residential construction continues. 

Mr. Saul B. Klaman, economist, National Association of Mutual 
Savings Banks, estimated that new flows of residential mortgage credit 
would amount to $160 billion during the decade, provided that savings 
flowing into financial institutions were to continue at about the same 
rate as the past decade and that the past policy of financial institutions 
toward mortgage investments were to continue. He warned, how- 
ever, that this is an “outside” figure which depends on the continua- 
tion of many ‘“‘unusual circumstances” of the past decade which are 
not likely to prevail in the decade ahead unless special action is taken. 

Dr. David L. Grove, economist, Bank of America, National Trust & 
Savings Association, estimated that new mortgage funds for financing 
home purchases would amount to $141 billion for the sixties provided 
mortgages could claim about 73 percent of the increase in the pool 
of funds in savings institutions. According to Dr. Grove this would 
require an unprecedentedly high share (nearly 65 percent) of the total 
pool of savings. 

The table, shown below, furnished the subcommittee by Dr. Grove, 
illustrates the increase in savings and the ratio of residential mortgage 
debt to total savings. It also shows Dr. Grove’s estimates for the 


future, which is one of the few projections that the subcommittee 
received. 


TaBLE 28.—Selected individual savings, residential debt, and residential construction 
[Values in billions of dollars] 


Savings accounts and life Nonfarm residential mortgage debt 
insurance reserves ! 






Increase Increase Total, 
nonfarm 
residen- 

Outstand- As percent | Ratio to | tial con- 
As percent | ings, end of increase total struction 
Total| ofnew of year Total!) in savings savings 
construction accounts and 


life insur- 
ance reserves 


5.4 53. 5 41.5) 5.8 107.4 0. 36 10.1 

5.7 59. 4 46.5 | 5.0 87.7 38 9.6 

5.6 39.7 54.9) 8.4 150. 0 43 14.1 
7.8 62. 4 62.5) 7.6 97.4 - 46 12.5 
11.7 91.4 69.6 | 7.1 60.7 48 12.8 
12.2 88. 4 77.3) 7.7 63. 1 49 13.8 
13. 4 87.0 87.1] 9.8 73.1 51 15.4 
12.9 69.0 100.1 | 13.0 100. 8 . 54 18.7 
14.1 79.7 1iL.5 | 11.4 80.9 . 56 17.7 
16.1 94.7 120.5 | 9.0 55.9 . 56 17.0 
16. 6 89.7 154.0 | 11,1 66.9 - 58 18.5 
19. 1 83. 8 216.0 | 13.7 71,7 - 61 22.8 
22.3 79. 6 295.0 | 16.8 75.3 - 65 28.0 
04.9 FD Nie nneicnioni 84.8 SED tewwss-5-; 141.7 
93.0 GEE Tiaic+.cnewpn 141.0 TEE Dieeans yas 235. 0 


1 Includes savings accounts in savings associations, mutual savi banks, commercial banks, posta) 
savings, and credit unions. Private pension reserves are not includ 


Source: Financial data—Monthly Labor Review, October 1957 (1948-56); 1957 estimated. Construction 
@xpenditures—Survey of Current Business, July 1958. 
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It will be noted from the above table that the ratio of mortgage 
debt to total savings increased from 36 percent in 1948 to 56 percent 
in 1957. It is interesting to note also that the outstanding nonfarm 
residential mortgage debt is expected in this tabulation to reach 
$295 billion in 1970, or more than seven times what it was in 1948, 
and that the ratio to savings will move up to 65 percent. Dr. Grove’s 
figures indicate that total residential construction in the decade of 
the 1960’s will cost $235 billion, compared with $141.7 billion for the 
10 years 1948-57. 

Fundamental to Dr. Grove’s estimate of new available mortgage 
funds is his assumption of an increase of $193 billion in savings 
accounts and life insurance reserves—from $264 billion in 1960 to 
$457 billion in 1970. His figures assume that the gross national 
product (GNP), in 1958 dollars, will reach $675 billion by 1970, and 
that the ratio of personal savings to disposable personal income will 
average around 7 percent. To the extent that the GNP grows more 
or less rapidly than assumed by Dr. Grove, the amount available 
from savings will be similarly affected. Many estimates of GNP for 
1970 are above $700 billion and the estimate made by the National 
Conference Board goes as high as $750 billion. Similar variation 
could occur in the percent of disposable personal income expected to 
go into savings. 

Mr. Klaman also pointed out the many variables which contribute 
to the availability of mortgage funds. The principal sources of such 
funds are four types. of financial institutions: Savings and loan asso- 
ciations, mutual savings banks, life insurance companies, and com- 
mercial banks. The inflow of savings to these institutions and their 
policies on investing in mortgages are vital to the total volume of 
mortgage credit. The table below shows the activity of these institu- 
tions over the 10-year period 1948-57. 


TABLE 29.—Residential mortgage loan investments of main types of financial 



































institutions 
[Amounts in billions of dollars] 
Residential debt 
outstanding Net flows 1948-57 
Type of lender Dec. 31, 1957 

Amount | Percent | Amount | Percent 
i I set oe. .n sammaibnnceseammneanene 121.3 100.0 87.5 100.0 
UR I I ia. dic sc apices onc ncediaenm nieve 101.5 83.7 76.9 87.9 
Savings and loan associations...............-..--------..--- 39.3 32.4 30.6 35.0 
ee RE OL STI IES: 26.1 21.5 21.0 24.0 
Mutual savings banks.__._- ncwiahintlcnsebbtiswndcuiageaeaiee 19.0 15.7 15.1 17.3 
INE SUNN en etki nek ohh Eid ncsetihsieeaaiibaiiens 17.1 14.1 10, 2 11.7 
——————S—_«_o_Ua==ee See a 
EE TN ha whch cnnndnccanhadgudvesitiecccansemesiivaes 19.8 16.3 10.0 12.8 


Source: Board of Governors of the Federal Reserve System, and Saul B. Klaman, “The Volume of Morte 
gage Debt in the Postwar Decade,” op. cit., tables 16-19, and 37-40. 


As of November 1959, the total assets of these institutions amounted 
to $451.4 billion. In 1958 alone, assets increased by $32 billion, and 
there is every reason to believe that this rate of growth will continue 
during the next 10 years. 

The other important variable in eee the future supply of 

ese institutions which 


mortgage credit is the proportion of assets of 
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can reasonably be expected to flow into mortgages. The table below 


shows the proportions for each type of financial institution as of 
December 31, 1957. 


TaBLE 30.—Relationship of mortgage loans to total assets of main types of financial 
institutions: Dec. 31, 1957 


[Amounts in billions of dollars] 


Percentage of assets in— 


Type of financial institution Total assets 


Total Residential 
mortgages mortgages 





Savings and loan associations_. 





48.3 83. 0 81.4 
Mutual savings banks-_-....... 35.2 60. 2 54.0 
Life insurance companies. ....- % * 101.0 34.9 25. 8 
CRN SE Se detereen cats cnndecetaasielnausnseniends 222.7 10. 5 7.7 


Source: Board of Governors of the Federal Reserve System and National Bureau of Economic Research. 


One can only speculate whether this proportionate share of assets 
flowing into mortgages will continue into the sixties. Other more 
competitive uses of capital funds may attract investments into other 
types of investments. Such types which compete with mortgage 
credit are funds for corporate securities, State and municipal obliga- 
tions, and Federal obligations. Mr. Klaman submitted the following 
table which shows how mortgage credit competed over the period 
1948-57 with other capital market securities. 


TaBLE 31.—WNet flow of funds into capital market securities 


[Amounts in billions of dollars] 


Residential mortgage flows 





Net capital 
Year market Percent of 
flows ! total net 
Amount capital 
market 
flows 

15.6 5.9 37.8 
15.9 5.3 33.3 
17.4 8.7 50.0 
18.7 7.8 41.7 
24.7 7.5 30. 4 
26. 1 8.2 31.4 
25. 3 10.2 40.3 
28. 2 13. 4 47.5 
26.9 11.4 42.4 
28.6 9.2 31.8 
227.4 87.6 38. 5 





1 Includes flows of funds into corporate securities, State and municipal, and Federal obligations, and 
mortgages. 


Source: Board of Governors of the Federal Reserve System and National Bureau of Economic Research 


Mr. Klaman’s table shows that, when compared to the flow of funds 
into corporate securities, and State, municipal, and Federal obliga- 
tions, residential mortgage flows averaged 38.5 percent for the 10-year 
period 1948-58—very little different from the 37.8 percent when the 
period started in 1948. 

Mr. Klaman also submitted a chart (see p. 42) which illustrates the 
variability in net dollar flow among the various major competitors for 
capital funds. The funds flowing into mortgages are greater than 
those flowing to any of the other users of capital funds, but fluctuate 








492 STUDY OF MORTGAGE CREDIT 


much more radically than other items except, of course, long-term 
Government bond issues. To the extent that these other users can 
attract more capital in the future, the flow of capital into mortgages 
can be seriously retarded. 

Cuart 4 


Net Annual Flows of Capital Funds, 1948-1957 


Per cent 


99 Percentage Ratio of Residential Mortgage 


50 to Other Capital Market Flows 
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There seemed to be a general feeling among most witnesses that the 
demand for housing, which admittedly will be great over the next 
decade, must be met and that the growing economy of the Nation can 
and should absorb it. There was also general agreement that the 
Federal Government, through FHA-insured or VA-guaranteed loans, 
the Federal Home Loan Bank Board, and the FNMA will undoubtedly 
contribute to the required increase in the flow of mortgage credit from 
the general capital pool. 

To the extent that the mortgage credit flow may need stimulation 
in the sixties to assure an adequate and stable flow of funds, there 
seemed to be considerable support for improving the existing legislative 
tools to accomplish this purpose. ‘There was also support for looking 
to other potential sources of mortgage funds. The table below pro- 
vides a list of financial institutions with assets totaling $121 billion in 
1956 which carry only $2.7 billion in mortgage loans. 


TABLE 32.—Relationship of mortgage loans to total assets of miscellaneous types of 
financial institutions 


[Dollars in millions] 




















Dec. 31, 1956 Dec. 31, 1947 
Type of institution Mortgage loans Mortgage loans 
Total Total 
assets assets 
Amount | Percent Amount | Percent 
Personal trast fst. .. a2... ..4-acssubeossee $75, 000 $1, 490 2.0} $48,000 $1, 170 2.4 
Fire, casualty, and marine insurance com- 

DORIGS.. ... ..incoqtieuhtanceie aaceen 22, 501 160 .7 10, 371 69 7 
Noninsured pension funds. ..............- 17, 654 285 1.6 4, 276 30 .8 
Crendit witiort..n. iccey-ccaisgindnecaniesiiedinons 3, 271 271 8.3 701 44 7.4 
Fraternal ordi cc.cadhaesacnchossbancess 2, 669 503 18.9 1, 880 184 10. 2 

TUtal. ...csamnicousealecseumebanel 121, 010 2, 709 2.2 67, 228 1, 497 2.4 


Source: Board of Governors of the Federal Reserve System, and Raymond W. Goldsmith, Financial 
Intermediaries in the American Economy Since 1900, supplementary appendixes, National Bureau of 
Economic Researeh, New York, 1958. The 1947 figure for total assets of personal trust funds is an inter- 
polation of Goldsmith’s estimates for 1945 and 1949, 


Several witnesses pointed out the possibility of attracting more of 
the above funds for investment in mortgage loans. One of the great- 
est sources of new credit are the uninsured pension funds. These 
funds are quadrupled in 10 years and are likely to continue growing in 
the years ahead. Several witnesses proposed new devices for making 
mortgage investments more attractive to the investors of pension funds. 


Conclusion 


A supply of mortgage funds for residential construction amounting 
to an estimated $160 billion will be available for the decade of the 
sixties only if the past rate of savings and the proportion flowing into 
mortgages continues as in the past decade. This is not likely to occur 
unless positive action is taken to assure it. New sources of credit 
may have to be used, and new financial instruments may be needed 
to insure a required flow of $160 billion. 


MONETARY POLICY AND THE FLOW OF HOME MORTGAGE CREDIT 


Monetary policy established by the Federal Reserve System and 
influenced by Federal fiscal policy is intended to make possible a 
flow of credit and money that will foster orderly economic growth and 
stability. The flow of home mortgage credit is sensitive to monetary 
policy and expands or contracts in response to changes in this policy. 
Unfortunately, in recent years, this response has been exaggerated, 
both during periods of credit restraint and during periods of credit 
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ease, and the flow of home mortgage credit has been most unstable. 
While overall production fluctuates in some degree in accordance with 
changing economic conditions, housing construction has such wide 
variations that it tends to disrupt the entire homebuilding industry. 
Chart 5 opposite demonstrates the extreme variability of this one 
segment of the economy in relation to the overall economic trend as 
reflected by the index for industrial production. 
Table 33 below provides data on housing starts since 1920. 


TABLE 33.— Estimated number of new dwelling units started in nonfarm areas 
(Thousands of units] 
































Units in 
Privately Publicly Total non- 1 family 2 or more 
| owned owned farm family 
structures 
247.0 247.0 202. 0 45.0 
449. 0 449.0 316. 0 133. 0 
716.0 716. 0 437.0 279. 0 
871.0 871.0 513.0 358. 0 
893. 0 893. 0 534. 0 359. 0 
937.0 937.0 572.0 365. 0 
849. 0 849.0 491.0 358. 0 
810.0 810.0 | 454.0 356. 0 
753. 0 753.0 | 436. 0 317.0 
509. 0 509. 0 316.0 193. 0 
330.0 | 330.0 227.0 103. 0 
254.0 | 254. 0 187.0 67.0 
134.0 | 134.0 118.0 16. 0 
93.0 | 93.0 76. 0 17.0 
126. 0 | 126.0 | 109. 0 17.0 
215.7 | 5.3 221.0 | 183.0 38.0 
304. 2 14.8 319.0 | 244.0 | 75.0 
332. 4 | 3.6 336. 0 267.0 69.0 
399. 3 6.7 406. 0 317.0 89.0 
458. 5 56.5 515. 0 399.0 116.0 
529. 6 | 73.0 602. 6 485. 7 116.9 
619. 5 | 86. 6 706. 1 603. 5 102. 6 
301. 2 4.8 356. 0 292. 8 63.2 
183. 7 7.3 191.0 143. 6 47.4 
138. 7 3.1 141.8 117.7 24.1 
208. 1 1.2 209. 3 184. 6 24.7 
662. 5 8.0 670. 5 590. 0 80. 5 
845. 6 3.4 849.0 740.2 108.8 
913. 5 18. 1 931.6 766. 6 165. 0 
988. 8 36.3 1, 025. 1 794. 3 230. 8 
1, 352. 2 43.8 1, 396. 0 1, 154.1 241.9 
1, 020.1 71.2 1,091.3 900. 1 191.2 
1, 068. 5 58. 5 1, 127.0 942.5 184. 5 
1, 068. 3 35. 5 1, 103.8 937.8 166. 0 
1, 201.7 18.7 1, 220. 4 1,077.9 142.5 
1, 309. 5 19.4 1, 328.9 1, 194.4 134. 5 
1, 093. 9 24. 2 1,118.1 989. 7 128. 4 
992.8 49.1 1,041.9 872.7 169. 2 
1, 141.5 67.9 1, 209. 4 975.1 234.3 
1, 342.9 35. 6 1, 378. 5 @) ® 











1 Not yet available. 
Sources: Bureau of Labor Statistics, U.S. Department of Labor, and Bureau of the Census. 


The instability in homebuilding occurs primarily in housing financed 
with FHA-insured and VA-guaranteed loans. ousing construction 
financed with conventional loans has been relatively stable. (See 
chart, p. 46.) 

To a considerable extent, the FHA and VA programs respond in 
a fashion which tends to accelerate the objective of general monetary 
policy. The relative inflexibility of FHA and VA interest rates makes 
them more sensitive to actions taken to control the flow of credit into 
the economy. \hen monetary policy is easing credit. by moving 
interest ratcs do.nward, the trend to FHA and VA loans occurs 
rapidly. Likewise, when monetary policy is restricting credit by 
moving interest rates upward, investment capital flows away from 
FHA and VA loans into more lucrative investments. 

Chart 7, page 47, illustrates the relative inflexibility of FHA and 
VA interest rates. 
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The effect of monetary policy upon residential construction has 
been severely criticized by many observers. Dr. James J. O’Leary 
testified before the subcommittee to the effect that a removal of the 
interest-rate ceiling on Government-supported mortgages would solve 
the problem. He said a free rate on such mortgages would eliminate 
the wide swings in the availability of FHA and VA financing and would 
contribute toward stability in homebuilding. 

Mr. Warren L. Smith said that ‘‘there can be little doubt that, under 
present institutional arrangements, residential construction is quite 
sensitive to changes in credit conditions and monetary policy and 
that this sensitivity is mainly due to the existence of interest rate 
ceilings on Government-supported mortgages.”” However, he differs 
with the other witnesses about the desirability of free interest rates 
under the VA and FHA programs. He favored the retention of inter- 
est rate ceilings in the’ belief that they have served to cause a fairly 
strong contracyclical pattern to residential construction. He believes 
this has worked in the interest of economic stability and in some re- 
spects has been advantageous to home buyers. He further stated that 
the effectiveness of monetary policy would be significantly reduced if 
FHA and VA interest-rate ceili were eliminated. ithout the 
ceilings, he said, housing would follow the normal economic cycle and 
oe or of stabilizing the economy would be that much more 

ifficult. 

Both Mr. Smith and Dr. O’Leary admitted that wide fluctuations 
in housing construction are not desirable, and some way should be 
found to soften the effect of monetary policy on this segment of our 
economy. 

Mr. Smith suggested the possibility of selective credit controls in 
areas where such controls are feasible. He believes that some restric- 
tions on the flow of credit to strong borrowers and the retention of 
adjustable ceiling interest rates on Government-supported mortgages 
would provide a more equitable distribution of capital funds and at 
the same time promote economic stability. 


Conclusion 


In an economic environment where general credit controls operate in 
conjunction with Federal housing programs characterized by relatively 
inflexible interest rates, the volume of credit flowing into mortgages 
is extremely sensitive to changes in monetary policy. The flow of 
home mortgage funds fluctuates more violently than capital flow to 
other sectors of the economy, and the movement upward and down- 
ward usually precedes the movement in other sectors. Thus, housing, 
as an industry, is relatively less stable than the economy in general. 

This instability might be relieved by (1) more selectivity in the 
application of monetary restraint or ease, or (2) more active use of 
fiscal policy in cooperation with monetary policy to achieve economic 
stability, or (3) more flexibility in FHA and VA interest rates, or 
(4) supplementing the free flow of funds to insure that FHA and VA 
programs do not fluctuate so radically, or (5) a combination of these 
actions. 

Basic Fupprat Programs 


FEDERAL HOME LOAN BANK SYSTEM 


Several witnesses urged the subcommittee to consider improving the 
effectiveness of the system of mortgage credit administered by the 
Federal Home Loan Bank Board. It was felt that through the growth 
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of sayings and loan associations and their potential power to attract 
savings, the gap between supply and demand of credit in the 1960’s 
could best be filled. All witnesses noted the rapid growth of these 
institutions in the past decade and were conscious of the fact that in 
outstanding mortgage debt they lead the field by a good margin. 
Their outstanding mortgage debt as of the middle of 1959 was approx- 
imately $50 billion. 

Mr. Edward E. Edwards, professor of finance, Indiana University, 
felt that the flow of savings into savings and loan associations could 
be greatly increased without detriment to other desirable forms of 
capital formation. By making effective use of the borrowing power of 
Federal home loan banks, he felt. that funds could be obtaimed from 
pension funds and other contractual savings plans. 

To accomplish this, Mr. Edwards recommended a restatement of the 
powers and functions of the Federal Home Loan Bank Board. He 
asked that it be made clear that it is their responsibility to see that the 
institutions are meeting the home financing needs in their communities. 
There should be also a widespread research program on the subject of 
savings and home financing. He advocated removing present tax dis- 
advantages to stimulate the flow of savings into home financing insti- 
tutions. Mr. Edwards admitted that this seemed unusual in view of 
the tax advantages given savings and loan associations, as compared 
to commercial banks. He stated, however, that the income from sav- 
ings accounts is not favorably taxed as compared with income from 
a other sources. 

r. Edwards also advocated more freedom in mortgage loans, both 
in savings and loan associations and in commercial banks. The 
arbitrary limitations imposed by the Board on individual transactions 
of member savings and loan associations, and the security require- 
ments and other arbitrary standards used by commercial banks are 
outdated and should be discarded, he stated. 

A rather significant complaint made by Mr. Edwards was that many 
member associations have raised their dividend rates in order to bring 
in funds adequate to satisfy local loan demands when it would have 
been much more economical for them to have turned to the Federal 
home loan banks for long-term advances. Mr. Edwards stated that 
the pressures for mortgage credit not satisfied by the home loan bank 
system found an escape valve through Government-insured or guar- 
anteed loans and through the Federal National Mortgage Association. 
He felt that had it not been for these programs, the home loan bank 
system would have been forced to satisfy credit demands by long-term 
advances to member institutions. 

Mr. Robinson Newcomb, of Washington, D.C., presented some 
helpful statistics, and he joined Mr. Edwards in stating that savings 
and loan associations are not as essive as they should be. He was 
especially concerned about the decline, relatively speaking, in the last 
few years in new home financing by these institutions as compared to 
repair and improvement of existing structures. He also felt that 
more personal savings should and could be attracted to savings and 
loan associations. le felt that a directive from Congress to the 
Federal Home Loan Bank Board that it should facilitate direct long- 
term borrowing by member associations would have a dramatic effect 
on the flow of funds to mortgages. He suggested the possibility of the 
sale of certificates of ownership of rights to mortgages with a form of 
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guaranty by the Federal Home Loan Bank Board as a device for 
increasing the availability of funds. 

Mr. C. Hobart Carr, of New York University, observed that 
advances from the Federal home loan banks contribute only modestly 
to the redistribution of resources among members with excess funds 
and those with deficit resources. A primary reason for this mal- 
adjustment, he stated, was the low rate paid to members on funds 
held on deposit with the bank. In comparison with other uses, this 
rate does not encourage deposits and has not resulted in transfers of 
funds among the members of the home loan bank system. Mr. Carr 
also stated that mortgage participations have been limited by inability 
of associations to judge credit risks in areas outside their own region. 

Mr. Carr joined Dr. Kurt Flexner, also of New York University, in 
proposing that a secondary market in conventional mortgages be 
created through the machinery of the Federal Home Loan Bank 
System. It was proposed that an operating division of the system be 
established under the control of the Board to rate mortgages for pur- 
poses of sale through the secondary market. A fee would be charged 
for this service. All mortgages thus approved could then flow into 
the secondary market. 

The actual purchase and sale of mortgages would be done by the 
Federal home loan banks. Associations whose loan requirements 
exceed their resources could sell mortgages and obtain new funds. 
Other associations desiring to purchase would purchase from the port- 
folio thus acquired by the home loan banks. This secondary market 
would facilitate the flow of funds from capital surplus areas to capital 
shortage areas. 

Conclusion 


The Federal Home Loan Bank System could provide a source of 
long-term credit to member institutions to an extent greater than is 
now being done. The system does not contain machinery to permit 
the operation of a secondary market in conventional mortgages. A 
policy to supply long-term credit to member institutions in conjunction 
with a secondary market for conventional loans, would probably 
increase the supply of home mortgage credit and would permit funds 
to move more freely from one area to another. 


FEDERAL HOUSING ADMINISTRATION, VETERANS’ ADMINISTRATION, AND 
SECONDARY MARKET FOR FHA AND VA LOANS 


The contribution of the Federal Housing Administration, the 
Veterans’ Administration, the Federal National Mortgage Association, 
and similar Federal activities to the supply and distribution of home 
mortgage credit was discussed in prepared papers and in testimony 
by Messrs. Miles L. Colean, Thomas P. Coogan, Neal J. Hardy, Harry 
Held, Chester Rapkin, James W. Rouse, and Robert E. Scott. There 
was general agreement that activity in FHA-insured and VA-guaran- 
teed loans accounted for wide fluctuations in the flow of home mortgage 
credit since World War II. The majority of their analyses and testi- 
mony concerned FHA and VA interest rates, the FHA premium rate, 
proposals for improving the Federal Housing Administration, and 

roposals for strengthening the secondary market for FHA and VA 
oans through the Federal National Mortgage Association, through a 
central mortgage bank, and through attracting funds administered by 
pension trustees and by individuals, 


To demonstrate the activity of Federal programs in new construc- 
tion see table 34 below. 
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TABLE 34.—Privately owned permanent nonfarm dwelling units started, classified 
by type of financing, 1948-59 


Number of starts (thousands) Percentage distribution 
Year 
Total FHA VA-guar- | Conven- FHA VA-guar- | Conven- 
insured anteed tional insured anteed tional 
Wel Aces 50 2k 914 294 () 2 620 32 (1) 2 68 
BO itieb~siiebitdehe 989 364 Q) 3 625 37 Q) 263 
OSG atcetsnaneons 1, 352 487 ® 2 865 36 () 264 
Pepetiseadsadiguded 1, 020 149 607 26 15 60 
ee 1, 068 280 141 647 26 13 61 
ee EE et 1, 068 252 157 660 24 15 62 
ORE ok cnkicddssb ens 1, 202 276 307 619 23 26 51 
Beas <etietaenad 1,310 277 640 21 30 49 
WOR acto indnds 1, 094 189 271 634 17 25 58 
a anaenbacesse 993 168 128 696 17 13 70 
Bais otetnce cia 1, 142 295 102 744 26 9 65 
06s 463d) <td 1,343 331 109 903 25 8 67 
1 Not available. 


2 Includes V A-guaranteed. 


NotE.—Details may not add to totals because of rounding. 
Sources: HH FA, Housing Statistics; Federal Reserve Bulletin. 


FHA and VA interest rates 


Under existing law, the basic sales housing and rental housing pro- 
grams of the Federal Housing Administration permit the insurance of 
loans with interest rates up to 6 percent per annum. At the present 
time, the maximum rate, administratively established, is 5% percent 
per annum. Under existing law, loans guaranteed by the Veterans’ 
Administration are permitted to bear interest up to 5% percent, and 
ry Hogg has been established by the Administrator of Veterans’ 

airs. 

Messrs. Colean, Rouse, and Scott expressed the view that the wide 
fluctuation of activity in FHA-insured and VA-guaranteed loans is 
attributable to the relationship between FHA and VA maximum 
interest rates and yields available from competitive investments. 
They believe that the FHA and VA programs will always exert an 
unstable influence upon the mortgage market so long as the maximum 
rates under these programs are, from time to time, more or less attrac- 
tive to investors. They believe that the FHA and VA interest rates 
should be made completely flexible in order that they can be adjusted 
to competitive requirements of the money market. Mr. Hardy con- 
curred in the view that FHA and VA rates should be permitted to 
move together, but he questioned whether a completely flexible rate 
would achieve stability in the flow of investment funds to insured or 
guaranteed loans. Mr. Hardy cautioned that competitive invest- 
ments might continue to outbid the users of home mortgage credit 
and that an adequate flow of such credit with reasonable stability 
could probably be achieved only through the activity of some stabiliz- 
ing influence, such as the Federal National Mortgage Association or 
a similar Federal program. 


FHA insurance premium 


Under existing law, the Commissioner of the Federal Housing Ad- 
ministration is permitted to establish a premium rate for the insurance 
of loans which shall be not more than 1 percent per annum and not 
less than one-half of 1 percent per annum. At the present time, the 
FHA premium rate has been administratively established at one-half 
of 1 percent per annum. This rate is applied to the outstanding bal- 
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ance from year to year and is collected annually in advance. Pre- 
miums collected under the basic single-family sales program (sec. 203 
of the National Housing Act) are mutualized and, to the extent that 
premiums collected exceed expenses incurred and losses paid, par- 
ticipating dividends are returned to mortgagors. The question of the 
amount of the premium rate, the method of collection, and mutuality 
were analyzed and discussed in some detail by Messrs. Held and 
Rapkin, 

Mr. Rapkin’s bgiments ree based upon a study he made in associ- 
ation with Prof. Ernest M. Fisher at the Institute for Urban Land 
Use and Housing Studies at Columbia University. Professor Fisher 
and Mr. Rapkin analyzed the FHA method of calculating required 
reserves, income and expenses of the insurance funds, the adequacy of 
insurance reserves, the self-sufficiency of the insurance system, and 
margins of safety for the insurance funds. 

They concluded that the FHA insurance programs could be admin- 
istered on a self-sufficient basis, without jeopardy to the insurance 
reserves ald with economies in administration, by changing the 
method of premium collection. They recommended that the total 
required premium be collected in a lump sum at the time of insurance 
and that the present method of collection in annual installments be 
eliminated. The single premium, paid to the FHA in advance, 
could be collected from the mortgagor at the time of inception of the 
loan or could be made a part of the insured indebtedness and collected 
over the term of the loan. They also recommended that the mutual 
insurance fund be continued on grounds that this is the best method 
for assuring @ premium rate adequate to accumulate required reserves 
and for assuring that the mortgagor pays a premium no greater 
than may be required to cover expenses and losses. They advised 
the subcommittee, however, that a transition to this new method of 
premium collection would involve administrative problems which 
should be carefully considered. They recommended that prior to 
any legislative enactment, the Federal Housing Administration be 
requested to submit calculations of the advantages anddisadvantages 
of the proposal. 

Mr. Harry Held’s analysis included a review of the Fisher-Rapkin 
study, as well as the work of the President’s Advisory Committee on 
Government Housing Policies and Programs (1953) and the Com- 
mission on Organization of the Executive Branch of the Government 
(1955). Mr. Held concluded that the present method of premium 
collection and the mutuality of the section 203 fund should be con- 
tinued. He did not support the Fisher-Rapkin recommendation for 
a single premium plan. is position was based on the view that the 
administrative difficulties in changing to a new system would be 
almost insurmountable and that the plan would be unattractive to 
both the mortgagor and the mortgagee. 

Both Mr. Held and Mr. Rapkin agreed that the minimum rate of 
one-half of 1 percent should be maintained and that consideration 
should be given to extending the mutuality provision to the coopera- 
tive housing program (sec. 213 of the National Housing Act). Mr. 
Held also suggested that consideration be given to elimination of the 
insurance premium after the 18th year on a 30-year loan, or after 
the 15th year on a 25-year loan, or after the outstanding balance had 
been reduced to 50 percent of the original FHA estimate of value. 

In general, data received by the subcommittee is insufficient to 
warrant a conclusive position on the question of the amount of the 
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FHA premium rate, its method of collection, or on the continuation or 
expansion of the mutuality provision. Data is sufficient, however, 


to warrant further study and to request a complete analysis by the 
Housing and Home Finance Agency. 


Miscellaneous proposals regarding FHA and VA programs 

In the fall of 1957, the Federal Housing Administration began an 
activity known as the certified agency program. Under this program, 
the Federal Housing Administration designates agents who are em- 
powered to process applications for mortgage insurance and to commit 
the agency to insure loans so processed. This procedure was designed 
to enable prudent firms to process applications under FHA standards 
and ioe reduce delays involved in normal FHA processing. It 
was hoped that this procedure would improve the usefulness of the 
FHA in smaller towns and cities and could be operated without jeop- 
ardy to the insurance funds or to the basic objectives of the National 
Housing Act. 

Messrs. Colean, Hardy, and Scott endorsed the principle of the 
certified agency program and expressed the view that it had been 
operating satisfactorily and that it should be expanded. Mr. Colean 
recommended that all FHA processing be delegated to certified agents, 
with the exception of general subdivision approval. Mr. Scott con- 
curred in this view and suggested that the same procedure be adopted 
by the Veterans’ Administration. Mr. Hardy suggested that the use 
of certified agents be expanded with caution and suggested that con- 
sideration be given to requiring coinsurance by mortgagees who parti- 
cipate through certified agents. Under this proposal, the mortgagee 
would agree to assume a reasonable percentage of any insurance loss 
which might occur, perhaps 10 percent as is the case with mortgagees 
participating in the FHA renovation and modernization program 
(title I of the National Housing Act). 

Both Mr. Colean and Mr. Scott observed the fact that the Federal 
Housing Administration is entirely self-sufficient and that all of its 
expenses are paid from fee and premium income. They also observed 
that the workload of the agency is subject to variations which make it 
extremely difficult to estimate personnel requirements with sufficient 
accuracy to avoid the development of serious backlogs from time to 
time in some of its field offices. They suggested that this problem 
could be minimized if the Federal Housing Administration had author- 
ity to staff its field offices on a level commensurate with variations in 
the workloads of those offices by meeting its personal services expendi- 
tures through the use of fee and premium income, rather than through 
the normal budgetary and appropriation process. 

Mr. Colean also suggested, that problems of mortgagors, mort- 
gagees, and the agency itself could be greatly reduced if all the FHA 
one- to four-family insurance programs could be consolidated, and if 
all the FHA multifamily programs could be consolidated—resulting 
in two major FHA insurance activities. 


Secondary market for FHA and VA loans—Federal National Mortgage 
Association, Central Mortgage Bank 
Messrs. Coogan, Hardy, Rouse, and Scott addressed themselves to 
the adequacy of the secondary market for FHA-insured and VA- 
guaranteed loans. Mr. Hardy and Mr. Rouse called particular 
attention to the desirability of creating a debt instrument which would 
be attractive to pension fund trustees and individual investors. Mr. 
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Hardy suggested that the capital structure of the Federal National 
Mortgage Association could be increased and that debentures could 
be issued against the mortgage portfolio of that agency, which de- 
bentures would be attractive to the aforementioned investors. Mr. 
Rouse related experience in assembling a portfolio of FHA-insured 
and VA-guaranteed loans against which debentures have been issued 
by private corporations. e stated that this experience has been 
less successful than might have been the case if FHA and VA interest 
rates had been more responsive to competitive conditions in the gen- 
eral money market. Both Mr. Hardy and Mr. Scott suggested that 
the Federal National Mortgage Association be given authority to 
make short-term advances against FHA-insured and VA-guaranteed 
loans, or to operate as a discount bank or warehouse facility. 

The most comprehensive proposal for strengthening the secondary 
market for FHA-insured and VA-guaranteed loans was advanced by 
Mr. Coogan. He proposed the creation of a Central Mortgage Bank. 
This institution would be a self-supporting Government corporation 
without a profitmaking motive. 

The Central Mortgage Bank would absorb the Federal National 
Mortgage Association and would use the existing portfolio of the 
Federal National Mortgage Association as its basic asset. It would 
have power to sell bonds in the open market and corollary power to 
sell bonds to the Treasury. The objective of the Central Mortgage 
Bank would be to maintain a constant market for FHA-insured and 
VA-guaranteed loans at prices only slightly below the private market 
for the purpose of supporting and stabilizing the flow of credit to 
FHA-insured and VA-guaranteed loans. 

Participants in the Central Mortgage Bank system would be re- 
quired to invest a nominal amount in the stock of the Bank, but there 
would be no stock-purchase requirement associated with individual 
sales of loans to the Bank. The Bank would be operated by a Board 
of Directors, which would have power to establish mortgage loan 
purchase prices and to establish FHA and VA interest rates. The 
Board would also determine general criteria of acceptability of FHA- 
insured and VA-guaranteed loans and thereby minimize the necessity 
for the scrutiny and examination of individual loans prior to purchase 
by the Bank. 

It was Mr. Coogan’s contention that by issuing notes and deben- 
tures upon marketable terms, the Central Mortgage Bank could as- 
sure a generally adequate and stable flow of home mortgage credit 
for FHA-insured and VA-guaranteed loans; and that, except under 
emergency conditions, the Bank system would not depend upon the 
Federal Treasury. 


Conclusion 


The insurance and guarantee programs administered by the Fed- 
eral Housing Administration ae the Veterans’ Administration con- 
tribute to the distribution of mortgage credit to the extent that pri- 
vate investors judge FHA and VA maximum interest rates to be 
attractive. In the absence of Federal support for FHA and VA in- 
terest rates, the activity of these programs rises and falls as their 
interest rates may be more or less competitive with alternative in- 
vestments. The activity of these programs could be made more 
stable by more flexible interest rate policies or by more Federal 
support. 
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The contribution of the Federal Housing Administration could be 
increased by further study and experimentation. For example, (1) 
the question of the FHA insurance premium—amount, method of 
collection, and mutuality—should be considered in conjunction with 
the need to serve borrowers who may represent greater risks; (2) the 
increased use of certified agents to reduce processing delays should be 
considered in conjunction with the need to maintain high standards 
of appraisal and construction; and (3) the question of providing FHA 
operating funds by the usual appropriation process should be reviewed 
in the light of economies which might be achieved through permitting 
the agency to operate by use of fee and premium income. 

The Federal National Mortgage Association, as presently consti- 
tuted and administered, cannot be expected to supplement and 
stabilize the flow of mortgage credit to the extent that may be desir- 
able. If this supplementation and stabilization are to be objectives 
of Federal policy suvne the 1960’s, it will be necessary to (1) reconsti- 
tute the Federal National Mortgage Association, or (2) change its 
administrative policies, or (3) create new institutions, such as a Central 
Mortgage Bank, to operate in lieu of or in conjunction with the 
FNMA, or (4) a combination of these actions. 


Mippte-INcomE HovsiInG 


Most outspoken in calling the attention of the subcommittee to 
the plight of the low- and moderate-income family, and the need for 
Federal aids to help provide them decent housing, were Dr. William 
Wheaton of the University of Pennsylvania, and Mr. Charles Abrams 
of the Massachusetts Institute of Technology. Both of these men 
pointed out the high cost of financing home construction and suggested 
methods to reduce these high costs through Federal aids. 

Other witnesses also testified about the need for special attention 
to housing problems of low- and moderate-income families. Mr. H. 
E. Riley of the Bureau of Labor Statistics said: 


Although the bulk of the housing need can be met in the 
future, as in the past, by private builders, operating for a 
profit, there remains a segment of the population with sub- 
standard incomes who will require special Government as- 
sistance if they are to occupy housing meeting reasonable 
standards. 


Mr. James N. Morgan of the University of Michigan pointed to the 
failure of the FHA program to meet the needs of the low-income 
family. He said that— 


there is a real problem at the very bottom of the income scale 
that neither the FHA nor public housing is really helping. 


He also said that— 


data seem to show that FHA does not really help people with 
very low incomes, that they have to go to conventional 
lenders and probably pay a higher interest rate, which they 
are perfectly willing to pay. 


Mr. Morgan’s theme was that many of these low-income families 
have such an urgent desire for better housing that they would be 
willing to make great sacrifices in order to have decent shelter. 
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FHA experience was pointed out by Mr. Abrams when he reported 
that— 


during 1957, only 5.7 percent of all new single-family homes 
insured by FHA were purchased by families with an effective 
income of $4,200 or less; 


also, that— 


the median effective income of purchasers of single-family 
FHA-insured homes was approximately $6,600 annually. 


Mr. Abrams, who prepared his paper in collaboration with Mr. 
Morton Schussheim of the New York State Rent Commission, stated 
further: 


that median income (before taxes) of spending units in the 
United States in 1957, according to the Survey of Consumer 
Finances, was $4,350 annually and only 31 percent of all 
families had incomes of $6,000 a year or more. 


Mr. Abrams contended that public housing, in which rents are sub- 
sidized by the Federal Government, is not the answer to better hous- 
ing for low- and moderate-income families. A homeownership pro- 
gram is needed and this can be achieved primarily through a reduc- 
tion in the carrying charges of the loans. He presented the following 
table to show the reductions in carrying charges that could be achieved 
by reducing interest charges. The table also demonstrates the effect 
of lower interest charges in making new housing available to lower- 
income groups. For example, a 3-percent, 35-year loan would require 
a monthly housing expense of $89, compared with a 5%-percent, 25- 


year loan requiring $119 a month. The lower monthly cost could be 
carried by a family making $4,272 a year, whereas the higher cost 
would require a yearly income of $5,712. 


TABLE 35.—Estimated monthly housing expense and required annual income 


(Composite for Nation, mortgage of $12,000] 


FHA loan, | 3-percent | 2-percent | 0-percent | 0-percent 
Cost items ! 25 years, loan, 35 loan, 35 loan, 35 loan, 45 
5% percent 


5, 712 


1 Based partly upon financial characteristics of mor ors and properties, new homes purchased with 
—_ sec. = insurance in 1957. Housing and Home Finance Agency, 11th Annual Report, 1957, table 
-53, p. 116. 
2 Assumes that 4 of monthly income is spent on housing. 


In order to make housing loans at a low rate of interest, Govern- 
ment subsidy would be required. Mr. Abrams proposed the estab- 
lishment of a Government corporation with borrowing powers similar 
to FNMA, the Federai home loan banks, and the Federal land banks. 
Any deficit incurred by the corporation as a result of lending at a low 
rate of interest and borrowing at a higher rate of interest would be 
made up by annual appropriations. Mr. Abrams estimated that on 
every $1.3 billion loaned, maximum annual contributions would be 
$39 million. This would make possible direct Government loans at 
subsidized interest rates to 100,000 low- and moderate-income families. 
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Without taking a position regarding the advisability of a Federal 
housing subsidy for middle-income families, Prof. Sherman J. Maisel, 
of the University of California, deseribed for the subcommittee the 
California veterans’ program for homeownership, called the Cal-Vet 
plan. Since 1921, the State of California has assisted eligible vet- 
erans desiring to purchase homes in that State. Under this plan, the 
State of California raises funds through publicly approved bond 
issues. These funds are used to purchase homes in the name of the 
State of California Department of Veterans’ Affairs, snd the homes 
are subsequently sold to eligible veterans at minimum interest rates. 

The eligible veteran may enter into a temporary purchase agree- 
ment for any home in any location he desires. If the home meets 
the State agency’s standards of construction, price, and value, the 
agency purchases the home and sells it to the veteran on very liberal 
repayment terms. The agency also purchases fire, life, and disability 
insurance at bulk rates and this insurance is sold to the veteran at 
cost. Thus, the veteran’s housing expense is minimized by low 
interest rates, liberal repayment terms, and minimum insurance costs. 

At the present time, the insurance rate to the veteran is 3.5 per- 
cent, the maximum value of home which can be purchased is $25,000, 
and the maximum amount of State funds which may be used is 
$15,000. Eligibility of the veteran depends upon his net worth as it 
may be indicative of his need for assistance, and upon his ability to 
repay the loan. Professor Maisel suggested that the California ex- 
perience might be worthy of consideration as the Congress attempts 
to find a solution for the housing problems of middle-income families. 

The most comprehensive presentation on middle-income housing 
credit requirements was made by Dr. William Wheaton. His material 
paralleled that submitted by Mr. Abrams. 

According to Dr. Wheaton, an effective middle-income housing 
program is essential to the health of our cities, to stability in the 
housing industry, and to decent housing for millions of American 
families. He defines middle-income families as those whose incomes 
are too high to permit them to be housed in public housing and too 
low to be able to afford new privately built housing. 

The tables below, concerning Philadelphia, Pa., presented by Dr. 
Wheaton, show that new housing is generally made available only to 
the upper third of Philadelphia families. These tables are based 
upon the assumption that families would be willing to spend 20 percent 
of their incomes for housing. 






















TABLE 36.—Family income distribution, Philadelphia metropolitan area: December 
1956 


Income class 


IE adeeb tian ddi J. cp dsaliubuddcnaks Jbbp dbs binthibenonadibeenn 
SO Oe Bi icieeiath=dansterelanna<agenhcaesdpedersthenpiieaniaaale 
SE OO Cs a edie dncctccecebedcsd prsebonseccinetecent sneinb« cee 
OE GE OR NU a milks La ink Sn s5idkeds64 camiasd~<ttinh~—bew den ones 
SE I tisha anos penievginadpandiiiauncss>sttianenenetiiammanmsedul 
Sy RUD OO We es ss 236 bk LOLS). dpe eee bleande odd 
oe8 0 RI es a irs ci eee ck gcindo6hs eee aa babe ciao 


Source: National Housing Inventory. 
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TABLE 37.—Family income distribution and ability to purchase a home, Philadelphia: 
December 1956 


j | 
Income group Percent of |Maximum monthly House price required 2 Normal housing 
families | housing payment ! payment 


32 | Under $66 About $6,000. None produced_...| $50. 
32 | $66 to $100. ._.....| $6,000-$10,000. None produced.._} $50 to $75. 
36 | $100 and over._...| $10,000 and up $75 and up. 


100 


1 Assuming 20 percent of income for monthly payment, 

2 With norma] downpayment and financing. 

’ The lowest priced new home in the Philadelphia metropolitan area in 1956. Only 3 percent of new 
dwellings were at this price level; 20 percent were priced at $10,000-$12,000, 77 percent were priced over 
$12,000. The 1957 average price was over $15,000. Only 10 percent of Philadelphia families can afford 
these homes at the average ratio of income to housing expense (15 percent) characteristic of such families. 


Source: Institute for Urban Studies. 


The above data for Philadelphia are typical for urban places in 
most of the United States. According to family income data recently 
released by the U.S. Census Bureau, about 30 percent of urban families 
had annual incomes in 1958 of less than $4,000, another 30 percent 
had incomes between $4,000 and $6,000, and 40 percent had incomes 
of $6,000 and over. 

If new housing is being made available only to families with incomes 
of $6,000 and over, only 40 percent of urban families can afford it. 
This raises the questions—why not house low- and middle-income 
families in existing houses? Why must new housing be supplied? 
Is it not feasible to expect the higher income family to purchase new 


homes and the remaining families to occupy existing homes as they 
become older and depreciate in value? 

Most low- and moderate-income families have obtained decent 
shelter through the normal operation of a “‘filtration’”’ process whereby 
the new homes bought by the higher income families filter down to 
the lower income group as they become older and depreciate in value. 
There is nothing wrong with this if it works ey. The only 


way it can work properly is by maintaining a flow of good reason- 
ably priced new housing at the top and elimination of wornout and 
dilapidated houses at the bottom. The principal difficulty has been 
our inability to supply enough new units, thereby requiring the con- 
tinued use of wornout and substandard units. 

Some have advocated that the answer to a smooth flowing filtration 
process is code enforcement and rehabilitation. The claim is made 
that adequate housing can be provided for the moderate-income fami- 
lies through a maintenance and fix-up program. There is no question 
that rehabilitation has great possibilities, but it can never be a sub- 
stitute for a constant new supply. 

Dr. Wheaton said that “the major issue facing the housing economy 
is the extent to which filtration can be induced by positive credit 
policy.”” He theorized that if the homebuilding industry could be 
minbhia to serve an additional 25 percent of the population, it could 
presumably produce an additional 200,000 to 500,000 new homes per 
year. This new volume would force older homes to depreciate in 
value, and eventually force them off the market. 

Dr. Wheaton lists the following items which contribute to the cost 
of new homes: (1) construction costs, (2) land costs, (3) profits, (4) oper- 
ating costs, (5) property and other taxes, and (6) Snateing costs. 

There is no question but that constant pressure should be main- 
tained to hold down the costs of these various items. Government 
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policy can be directed in a number of ways to help accomplish this 
end, for example, through support of research to reduce construction 
and land development costs. The one item which is most accessible 
to public control is financing costs. This is the second largest and 
sometimes the largest single component in housing cost. When 
families purchase homes on amortized mortgages of more than 30 
years’ term, they will pay $20,000 or more for a $10,000 house. See 
table below for examples of financing costs. 


TaBLE 38.—Total payments per thousand dollars over life of loan for various interest 
rates and amortization periods 


Interest rates 10 years 20 years 30 years 40 years 
© I ies ck cncinnctédidimnumibinicdanteount $1, 333. 20 $1, 720. 80 $2, 160. 00 640. 00 
0B idle nncdntacaniibnaciaainacaaaitidibteds 1, 273. 20 1, 584. 00 1, 933. 20 2, 313. 60 
© is iicticctccindpeatibdecdiscnsamea’ 1, 214. 40 1, 454. 40 1, 717. 20 , 006. 40 
DF aiceiticsieciksncumabadiidecedentsiciteniaiic: 1, 159. 20 1, 332. 00 1, 519. 20 1, 718, 40 
DO DORN ode diedtinns<otboivibehvtedegiddivee tie 1, 104. 00 1, 214. 40 1, 332. 00 1, 454. 40 


By cutting financing charges in half, the total cost of the $10,000 
house, cited above, over the 30-year life of the mortgage, can be 
reduced by one-fourth—from $20,000 to $15,000. 

The table below demonstrates the reductions that can be achieved 
by various public aids on interest rates: 

TaBLE 39.—Estimated total monthly housing expense under various financing terms 


IN TYPICAL NORTHERN CITIES WITH HIGH COSTS 


Total monthly housing expense under— 











Typical 1956 Federal Financing terms required for 
financing aids middle-income families 


Sales price and downpayment 






FHA FHA 
44o+4 | 444+ 
percent | percent 
20-year | 30-year 

(1) (2) 
$10,000 3-bedroom home: 
No downpayment.........- $99 $87 
‘pao Sl iio ss = 
percent down............ 
$9,000 2- m home 
No downpayment a 90 79 
5 percent down............. 87 76 
10 percent down............ 84 74 


$10,000 3-bedroom home: 


$9,000 2-bedroom home 





$8,000 3-bedroom home: 
No downpayment.......... 
5 percent down............- 
10 percent down............ 
$7,000 2-bedroom home: 
No downpayment........-. 
5 percent down.....-....... 
10 percent down............ 





Notes on page 60. 
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NOTES 


Cost estimates: All cost data are FHA estimates for new homes built under sec. 203 and insured in 1952, 
Operating expenses, taxes, and insurance are as follows for the several price classes: $10,000—-$18.80, $9. 20, 
$1.50; $9,000—$17.93, $8.43, $1.24; $8,000—$16.75, $7.10, $1.15; $7,000—-$15.77, $6.41, $1.02. Cf. HHF A, 6th 
Annual Report, p. 280, table 27. In all cases costs used are for value class below price shown to allow for 
difference between FHA value and market price. 

Northern cities: FHA cost data are national averages. They therefore understate heat and utility costs 
in northern cities. $4 have been added to FHA estimates to cover this difference in northern cities. 

Average-cost areas: FHA cost data. 

Low-cost areas: FHA cost data for $8,000 and $7,000 homes probably represent cases occurring almost 
exclusively in southern areas and in smaller towns in such areas. Available data do not reveal major cities 
in which $7,000 homes are currently being marketed in significant quantities. 

Single homes: All data are for single homes sold for owner-occupancy. 

Rental housing: Structures of similar floor area built for rent in wm ical rental housing projects would 
probebly rent for $4 to $8 per month more than the figures shown. is cost difference would arise from 

igher maintenance materials, fuel, and utilities. 

Financing terms: 

(1) Conventional FHA-insured, 20-year loan. The insurance charge is approximate. 

(2) FHA-insured, 30-year mortgage at 414 percent plus insurance as proposed in pending legislation. 


(3) FNM A-made, FHA-insured, 40-year loan at ahs percent plus insurance. This rate is below current 
rates on sec. 220-221 loans. 


(4) A 3%-percent, 40-year level payment loan. 
(5) A 2)4-percent, 40-year level payment loan. 
(6) A 1%-percent, 40-year level payment loan. 
(7) A 1-percent, 40-year level payment loan. 


Conclusion 


Existing institutions available to help achieve the national housing 
policy of ‘“‘a decent home and suitable living environment for every 
American family * * *” are inadequate. It is evident that families 
of low and moderate income cannot be housed decently, within the 
foreseeable future, unless new programs for this purpose are fostered 


by the Federal Government, or by State and local governments, or 
by all levels of government. 


Farm Hovsine 


Farm housing in the United States has been notoriously poor in 
quality for many years and there is no evidence that indicates any 
substantial improvement for the years 1961 to 1970, according to 
Dr. Glenn H. Beyer of Cornell University. 

The generally poor quality of farm housing exists among all eco- 
nomic classes of farmers, but is particularly bad among those living 
on farms whose value of products is hardly enough to sustain any 
kind of decent existence. 

The farm housing problem is no less complex than the farm prob- 
lem in general—it is basically an economic problem. Obviously, low 
farrn income is the major cause of poor housing among farm families. 
In 1956, for example, 30 percent of farm-operator families received 
personal incomes of less than $2,000. In 1950, 60 percent of farms 
were classified as low-production farms being part-time or residential 
farms, or the perfarm value of products being less than $2,500. Ac- 
cording to the latest reports from the Department of Agriculture, 
farm income in 1959 is expected to drep 15 percent below 1958. 

Dr. E. V. Smith, Dean of the School of Agriculture, Auburn Uni- 
versity, Auburn, Ala., stated that— 


the most desirable solution to the problem of substandard 


farm housing would be a rapid and substantial rise in farm 
income. 





















STUDY OF MORTGAGE CREDIT 





He went on to say that— 


millions of farm families live in substandard or dilapidated 
housing. Since these homes are dispersed on the country- 
side, they do not make the same impression on our national 
consciousness that slums in the cities do. Nevertheless, 
people who live in them are just as uncomfortable as if they 
lived in similar houses in the city. 


Farm population 


According to the table below, farm population has dropped by 
4.2 million since 1950. 


TaBLEe 40.—Population of the United States, including Armed Forces overseas, and 
farm population: April 1950-58 
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Source: U.S. Bureau of the Census, Farm Population, Estimates of the Farm Population of the United 
States, April 1950-58, Series Census-AMS (p. 27), No. 25, Aug. 8, 1958. 
Farm households 


By 1970 the number of farm households will be between 4.5 and 4.9 
million, a loss of between 1.4 and 1.8 million since 1950, according to 
Dr. Beyer’s estimate. See Dr. Beyer’s table and chart below: 






TABLE 41.—Farm households in the United States, 1950 and 1957, and projections 
to 1960 and 1970 

Number of 

Year: households 
2060 (nethel) i ig dius cos SLES ae ae Seca 6, 275, 000 
1057 |‘ (estiminte@) si.45<6~ cicadas eee 5, 218, 000 





High projection 







Low projection 





Net loss of only 24,500 households | Net loss of only 55,200 households 


(average per year for 13 years), most (average per year for 13 years), most 
of loss by 1960. 7 of loss by 1960. , 
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CuHart 8 


TREND IN NuMBER oF Farm HovUsEHOLDS 


1950 19531955 1957 1960 


Source: 1950 to 1957: U.S. Bureau of the Census; 
1957 to 1970: Projections made by Dr. Beyer. 


Substandard housing 


There is a close correlation between substandard farm housing 
and economic class but even among the best commercial farms, there 


is a high incidence of poor housing. See table below: 


TaBLe 42.—Number of farm families and quality of housing by economic class: 
1950 


Percent Percent lack- 
Number delapidated ing ge 
toilet 


Commercial farms: 
Class t (value of farm products sold in 1949, $25,000 or 
ELE EEA ALI APN Adee ne a. | ee 
Class II (value of products, $10,000 to $24,999) 
Class III (value of products, $5,000 to $9, 999) 
Class IV (value of products, $2,500 to $4,999) 
Class V (value of products, $1,200 to $2,499) 
Class VI (value of products, $250 to $1,199) 
Other farms: 
Part time 


The above data are from the 1950 census, which reported that 77 
percent of all rural farm housing was substandard. Since that time, 
there have been some improvements but, according to Dr. Beyer, 
unless some action is taken (including extended credit facilities) the 
number of substandard units in 1970 will not be much less than in 
1950. 
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Suggested solutions 


The Department of Agriculture suggested that research, education 
and credit are the basic elements in finding a solution to substandar 
farm housing. Continued research is needed in the technical aspects 
of design and construction, use of new building materials, and the 
adaptation of technological improvements not only to the farm 
home, but also to farm service buildings. The further development 
of functional and flexible farm service buildings would help increase 
farm income and enable the farmer to pay for better housing. 

The facilities of radio, television, newspapers, and magazines should 
be more widely used to bring to farm families, to lenders in rural areas, 
and to building material suppliers the practical results of research in 
the field of housing. In addition, there should be provided technical 
advice on an individual basis to farm families living in substandard 
housing, particularly in connection with the repair and modernization 
of their homes. 

To improve, remodel, repair or construct a farm home requires 
credit. Those farmers who, if they need to borrow, can qualify for 
credit from conventional sources, generally do not have major budget 
problems. The real problem, however, is faced by the family which 
wants to improve its home but is without sufficient income or assets 
to qualify for a loan from conventional sources. 

The Department of Agriculture has had extensive experience in 
extending financial assistance to farm families for better housing. 
Under title V of the Housing Act of 1949, approximately 30,000 loans, 
totaling $170 million, have been made. Three-fourths of this amount 
was for farm homes. In addition, under title I of the Bankhead- 
Jones Farm Tenant Act, this Department has made almost 85,000 
loans and, of these, 78,000 included new dwellings or the improvement 
of existing dwellings. All of these loans were made to persons who 
could not finance their homes with loans from private sources. 

The Department’s lending experience has been satisfactory from 
the standpoint of repayments. The delinquency problem has been 
small. As of December 1958, 32 percent had made advance payments 
on their loans and only 10 percent had not paid in full the installments 
due on that date. 

These loan programs, however, apply only to a small segment of 
the farm population—those whose credit ratings meet standards under 
the regulations of the Department. For the vast majority of farm 
families living in substandard housing, the major problem is the lack 
of an economic base to support better housing. For such families 
there is no successful program now in operation. 

Legislative proposals 

An analysis of existing legislation indicates that there already exists 
all the legislation that is needed to carry out the two basic recom- 
mendations for resolving the farm housing problem—credit facilities 
and more extensive research. Additional legislation would be required 
to carry out the educational program indicated as the third important 
recommendation for better farm housing. However, unless a more 
conscientious and aggressive administration of existing law regarding 
credit and research can be expected in the future, there is serious 
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doubt about the advisability of adding further enabling legislation for 
an educational program. 

The administration of existing law has been disappointing. Of the 
more than $1 billion authorized for farm housing fous under title V 
of the Housing Act of 1949, only $208 million was obligated through 
May 31, 1959. Under the research provisions for the study of farm 
credit problems, very little has been done; and under the mandate to 
report to Congress on national farm housing needs and recommended 
solutions, nothing significant has been done. Evidently there is a 
lack of understanding between the Congress and the Department of 
Agriculture on what should be done. Apparently the Department 
believes that much of the effort called for by the legislation would be 
wasteful—the farm housing problem is only a symptom of the farm 
income problem and, until the economic problems of the farmer are 
solved, it is useless to try to solve his housing problem. 

Summary of existing law on farm housing aids 

The most revolutionary housing legislation affecting farms was 
passed in 1949 as title V of the Housing Act of 1949. 

This title authorized loans and grants to owners of farms for the 
construction, improvement, alteration, repair or replacement of 
dwellings and other farm buildings. Funds for this program were 
first made available in 1950, and late supplemented in 1952, 1955, 
and 1956. Public Law 1020, approved in 1956, authorized $450 
million of direct Treasury borrowings to be used for direct loans for 
farm housing for the period 1957 to 1961. Despite the great need, 
however, only $112 million of this was obligated, helping less than 
15,000 farmers, as of May 31, 1959. 

Title V authorized building loans to three types of applicants: 
(1) Those living on adequate farms whose incomes are sufficient to 
meet regular amortization payments of principal and interest; (2) 
those on potentially adequate farms who must make basic changes in 
their farm program before their incomes will be sufficient to meet an- 
nual payments of principal and interest; and (3) those owner-occupants 
on marginal farms who cannot qualify for loans under (1) or (2) 
above, and who need assistance for such purposes as repairing roofs, 
providing toilet facilities, providing a sanitary water supply, and other 
repairs orimprovements. The third group is eligible for grants limited 
to $500 a family, or grants in combination with loans up to $1,000. 

In addition to a program of loans and grants, the Housing Act of 
1949 authorized the Secretary of Aggrinedcune to provide technical] 
services to farms for home improvement and to conduct research and 
technical studies for the construction and improvement of farm 
buildings and the reduction of cost of farm dwellings. Furthermore, 
the act directed the Secretary of Agriculture to prepare and submit 
to the President and to the Congress estimates of national farm hous- 
ing needs and recommendations for executive and legislative action 
for the furtherance of the national housing objectives. 

In the Housing Act of 1956, a restatement was made of the intention 
of Congress that the Secretary of Agriculture carry out the purposes 
of title V of the Housing Act of 1949, and the Secretary was directed 
to report his progress on housing research to the Congress at the next 
session. 





STUDY OF MORTGAGE CREDIT 65 


In the Housing Act of 1957, authority was given to the Housing and 
Home Finance Agency to undertake a research program for farm 
housing. The purpose of the shift to the HHFA was the hope that 
the Housing Agency, which specializes in housing credit and housing 
research problems, would be better qualified than the Department of 
Agriculture in administering such a program. The law further 
specified that the research and study be carried out by land-grant 
colleges. 

A small grant of $300,000 was authorized to carry out the provisions 
of the section over a 3-year period ending June 30, 1959. The Housing 
Act of 1959 extended this authority to June 30, 1961, with an addi- 
tional authorization of $100,000. To date, only $75,000 has been 
appropriated for this research, with little liklihood of anything further 
being done without the sympathetic attention of the Administration. 


Conclusion 


A large segment of the farm population occupies substandard 
housing. This has been true for many years and is likely to continue 
in the future, unless positive action is taken to change existing con- 
ditions. 

The farm housing problem is inseparable from the farm problem in 
general: it is basically an income problem. In some respects, how- 
ever, housing of farmers is worse than warranted by economic con- 
ditions. Substantial improvements can be made in farm housing 
through an intensive program—sympathetically and conscientiously 
administered—of education, research, and the extension of credit. 





























PART II]—SUMMARY OF CONCLUSIONS 
DemManp AND Neep Factors 


ESTIMATE OF NEW UNITS REQUIRED 


New permanent residential construction required for the period 
1961—70 is estimated at a minimum of 16 million nonfarm units, 
provided an active effort is made to eliminate substandard housing. 
Substandard housing could be reduced from 11.5 million in 1960 to 
5.5 million in 1970. The total inventory of housing would increase 
from 58.3 million dwellings in 1960 to 70.8 million in 1970. 


FAMILY INCOME, PURCHASING POWER, AND HOUSING EXPENSE 


Average family income, representing real purchasing power, should 
be 22 percent higher in 1970 than in 1960, but despite some flattening 
of the income curve there is no prospect for a significant reduction in 
the 20 million families and individuals who have current annual in- 
comes of less than $4,000. 

The effect of this on housing is to expect the construction of better 
quality and higher priced homes, corresponding to the 22-percent 
increase in real family income. However, unless this is accompanied 
by a building program to supplement the supply of housing for occu- 
pancy by low- and moderate-income families, it will leave unresolved 
the housing problems of many American families. Furthermore, the 
estimated large number of low-income families by 1970 points up the 
difficulty of demolishing or otherwise eliminating 4 million units of 
substandard housing on which is predicated the construction of 16 
million nonfarm permanent homes during the sixties. 

The American people have demonstrated a great desire for better 
living conditions and a willingness to make the necessary sacrifices 
to satisfy this desire. The potential purchasing power in this Nation 
should be adequate to support a demand for a new construction 
program of 16 million permanent nonfarm units from 1961 to 1970, 
although greater flexibility in qualifying potential consumers may be 
required to satisfy this demand. 


CREDIT TERMS AND DEMAND FOR RESIDENTIAL CONSTRUCTION 


Existing law gives considerable discretion to administrative agencies 
of the Federal Government to cause changes in credit terms for trans- 
actions in residential real estate. The principles related in the sum- 
mary by Mr. Ramsay Wood are generally sound and are recommended 
to the careful attention of Federal agencies which have this discretion. 
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Suppty Factors 


MATERIALS 


The prospects are good for an adequate supply of basic building 
materials to meet the needs of residential construction during the 
sixties. Special types of lumber products may show up in short 
supply in some areas but not enough to cause a serious rise in prices. 


LAND 


The supply of land for residential development is adequate. The 
economical development of this land, however, depends upon the 
availability of community facilities at minimum cost. 

An alternative to acquisition and development of raw land in the 
suburbs is more intensive and efficient use of available areas in the 
cities made possible by urban renewal programs. 


LABOR 


Labor supply for residential construction does not appear to be a 
problem for the sixties. Local shortages in particular skills may occur 
from time to time, but unless there are sporadic sharp increases in 
demand for labor because of instability of construction activity, no 
overall shortages are expected. 


TECHNOLOGY AND RESEARCH 


If new homes of the sixties are to improve in quality in conformity 
with other great advances anticipated in our economy, and if ad- 
vanced technology is to compensate for increases in the prices of de- 
veloped land and materials, a comprehensive and aggressive research 
program to develop new and better techniques in all phases of resi- 
dential construction is essential. 

In addition to such technical research, studies should be undertaken 
on other important phases of our shelter problem—marketing, financ- 
ing, and consumer abilities and desires. 


MORTGAGE LOAN REQUIREMENTS 


New funds required to finance 16 million new permanent nonfarm 
units in the sixties are estimated at $160 billion, or about 60 percent 
greater than the quantity used during the past decade. The need for 
these funds will vary as home starts vary, increasing from about $11 
billion in 1961 to about $20 billion by 1970. 

These estimates assume that mortgage funds to finance existing 
home purchases will come from repayments and prepayments of exist- 
ing mortgages. 

SUPPLY OF MORTGAGE CREDIT 


A supply of mortgage funds for residential construction amounting 
to an estimated $160 billion will be available for the decade of the 
sixties only if the past rate of savings and the proportion flowing into 
mortgages continues as in the past decade. This is not likely to occur 
unless positive action is taken to assure it. New sources of credit may 
have to be used, and new financial instruments may be needed to in- 
sure a required flow of $160 billion. 
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MONETARY POLICY AND THE FLOW OF MORTGAGE CREDIT 


In an economic environment where general credit controls operate 
in conjunction with Federal housing programs characterized by rela- 
tively inflexible interest rates, the volume of credit flowing into 
mortgages is extremely sensitive to changes in monetary policy. 
The flow of home mortgage funds fluctuates more violently than 
capital flow to other sectors of the economy, and the movement upward 
and downward usually precedes the movement in other sectors. 
Thus, housing, as an industry, is relatively less stable than the econ- 
omy in general. 

his instability might be relieved by (1) more selectivity in the 
application of monetary restraint or ease, or (2) more active use of 
fiscal policy, in cooperation with ee policy, to achieve economic 
stability, or (3) more flexibility in F and VA interest rates, or 


(4) supplementing the free flow of funds to insure that FHA and VA 
programs do not fluctuate so radically, or (5) a combination of these 
actions. 


FEDERAL PROGRAMS 
FEDERAL HOME LOAN BANK SYSTEM 


The Federal Home Loan Bank system could provide a source of 
long-term credit to member institutions to an extent greater than is 
now being done. The system does not contain machinery to permit 
the operation of a secondary market in conventional mortgages. 

policy to supply long-term credit to member institutions in conjunc- 
tion with a market for conventional loans would probably increase 
the supply of home mortgage credit and would permit funds to move 
more freely from one area to another. 


FEDERAL HOUSING ADMINISTRATION, VETERANS’ ADMINISTRATION, 
AND SECONDARY MARKET FOR FHA AND VA LOANS 


The insurance and guarantee programs administered by the Federal 
Housing Administration and the Veterans’ Administration contribute 
to the distribution of mortgage credit to the extent that private 
investors judge FHA and VA maximum interest rates to be attractive. 
In the absence of Federal support for FHA and VA interest rates, 
the activity of these programs rises and falls as their interest rates 
may be more or less competitive with alternative investments. The 
activity of these programs could be made more stable by more flexible 
interest rate policies or by more Federal support. 

The contribution of the Federal Housing Administration could be 
increased by further study and experimentation. For example, (1) 
the question of the FHA insurance premium—amount, method of 
collection, and mutuality—should be considered in conjunction with 
the need to serve borrowers who may represent greater risks; (2) the 
increased use of certified agents to reduce processing delays should 
be considered in conjunction with the need to maintain high standards 
of appraisal and construction; and (3) the question of providing FHA 
operating funds by the usual appropriation process should be reviewed 
in the light of economies which might be achieved through permitting 
the agency to operate by use of fee and premium income. 
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The Federal National Mortgage Association; as presently consti- 
tuted and administered, cannot be expected to supplement and sta- 
bilize the flow of mortgage credit to the extent that may be desirable. 
If this supplementation and stabilization are to be objectives of 
Federal policy during the 1960’s, it will be necessary to (1) reconsti- 
tute the Federal National Mortgage Association, or (2) change its 
administrative policies, or (3) create new institutions, such as a 
Central Mortgage Bank, to operate in lieu of or in conjunction with 
the FNMA, or (4) a combination of these actions. 


MIDDLE-INCOME HOUSING 


Existing institutions available to help achieve the national housing 
policy of ‘‘a decent home and suitable living environment for every 
American family * * *’ are inadequate. It is evident that families 
of low and moderate income cannot be housed decently, within the 
foreseeable future, unless new programs for this purpose are fostered 
by the Federal Government, or by State and local governments, or by 
all levels of government. 


FARM HOUSING 


A large segment of the farm population occupies substandard 
housing. This has been true for many years and is likely to continue 
ip the future, unless positive action is taken to change existing con- 

itions. 

The farm housing problem is inseparable from the farm problem 
in general—it is basically an income problem. In some respects, 
however, housing of farmers is worse than warranted by economic 


conditions. Substantial improvements can be made in farm housing 
through an intensive program—sympathetically and conscientiously 
administered—of education, research, and the extension of credit. 





















PART IV. RECOMMENDATIONS 


RECOMMENDATION No. 1 


The subcommittee believes that a minimum of 16 million permanent 
nonfarm housing units should be constructed during the 10-year period 
beginning in January 1961. The subcommittee further believes that 
the achievement of this goal is consistent with economic growth and 
stability throughout the economy. This goal cannot be achieved 
however, without perfection and supplementation of existing Federa 
housing laws and without deliberate action by the executive branch of 
the Federal Government to administer these laws in terms of the 
achievement of this minimum goal. Consequently, the subcommittee 
recommends, as an initial step, an amendment of existing law to require 
the following annual report from the President: At the beginning of 
each session of the Congress, the President shall transmit to the 
Senate and the House of Representatives a report stating, among 
other things, (1) the minimum number of housing units which should 
be started during the calendar year, or 2 calendar years following 
submission of the report, in order to be consistent with the program 
of the President, (2) the manner in which discretion contained in law 
will be used by Federal agencies to achieve this minimum number of 
starts, and (3) recommendations for changes in law which may be re- 
quired to enable the achievement of this minimum number of starts. 


RECOMMENDATION No. 2 








Among the physical factors which contribute to the production of 
new heesing-—taned, labor, and materials—only land appears to repre- 
sent a serious problem. Although the supply of land is adequate, the 
cost of preparing land for residential development and the cost of pro- 
viding essential community facilities and services may seriously retard 
the achievement of the minimum goal of 16 million units from 1961-70. 
Consequently, the subcommittee recommends the continuation and 
liberalization of several existing programs, as follows: 

1. The program of urban planning assistance, under which the 
Federal Government grants funds on a matching basis for urban 
planning by smaller communities, should be continued with aver- 
age annual resources of at least $10 million. 

2. The program of public facility loans, under which the Fed- 
eral Government lends funds to State and local governments to 
finance construction of essential community facilities, should be 
continued at an interest rate which does not return a profit to the 
Federal Government and with average annual resources of at 
least $50 million. 

3. The program of advances for public works planning, under 
which the Federal Government hake interest-free advances for 
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the planning of future public works projects, should be continued 
with average annual resources of ot bens $15 million. 

4. The Federal urban renewal program, under which the Fed- 
eral Government makes grants to assist locahties complete proj- 
ects for urban renewal and redevelopment, should be continued 
with average annual resources at a level substantially higher than 
at present. 

RECOMMENDATION No. 3 


The Subcommittee believes that technological advance represents 
the best opportunity for improving the quality of residential construc- 
tion without increasing unit cost. In order that this opportunity may 
be fully exploited, the subcommittee recommends implementation of 
existing law to establish a research program within the Housing and 
Home Finance Agency. The objective of this program should be to 
identify problems in residential construction which could be solved by 
further research and to foster this research by direct activity of the 
Agency, by contracting with agencies or organizations outside the 
Federal Government, and by encouraging research that may be under- 
taken independently of the Federal program. 


RECOMMENDATION No. 4 


The subcommittee further recommends that existing law be amended 
to direct the Federal Housing Administration to encourage research 
and experimentation in residential construction by insuring loans and 
minimizing the risks of private lenders who are willing to accept resi- 
dential units of advanced design and technology as security for mort- 


gage loans. 
RECOMMENDATION No. 5 


The subcommittee believes that the instability of residential con- 
struction, which is partially attributable to monetary policy, should 
be minimized. Consequently, the subcommittee recommends that 
the Board of Governors of the Federal Reserve System be requested 
to submit a report, not later than January 1, 1961, which report shall, 
among other things, include the following: 

1. An Saaietie of residential construction activity during the 
period 1946 through 1959, and a comparison of this activity with 
general economic activity over the same period. 

2. An explanation of the factors which have contributed to 
instability in residential construction during this period. 

3. Recommendations for minimizing this instability during 
the 10-year period beginning in January 1961, recognizing the 
need for a minimum construction of 16 million permanent non- 
farm units and recognizing the need for general economic growth 
and stability. 

RECOMMENDATION No. 6 


The subcommittee believes that the Federal Home Loan Bank 
eye can make a significant contribution toward the achievement 
of a construction goal of 16 million permanent nonfarm units during 
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the 10-year period beginning in January 1961, and that this ccntri- 
bution might be assured by changes in the System which would per- 
mit a larger volume of long-term borrowing by member institutions 
and which would provide a secondary market for conventional loans. 
Consequently, the subcommittee recommends that the Chairman of 
the Federal Home Loan Bank Board be requested to submit a report 
not later than January 1, 1961, which report shall, among other things, 
include the following: 

1. The extent to which member institutions could, with safety, 
be permitted to increase their volume of long-term borrowings 
from sources within as well as without the Federal Home Loan 
Bank System. 

2. Legislative proposals which may be necessary to permit such 
long-term borrowings. 

3. The desirability of establishing a secondary market for con- 
ventional loans within the Federal Home Loan Bank System. 

4. Legislative proposals which may be required to inaugurate 
such a secondary market. 


RECOMMENDATION No. 7 


The subcommittee believes that the flow of mortgage credit required 
to produce 16 million permanent nonfarm units during the 10-year 
period beginning in January 1961 may not be achieved without the 
perfection or supplementation of existing institutions designed to pro- 
vide a secondary and supplementary market for loans insured by the 
Federal Housing Administration or guaranteed by the Veterans’ Ad- 
ministration. Consequently, the subcommittee recommends that the 
Administrator of the Houticy and Home Finance Agency be requested 
to submit a report, not later than January 1, 1961, which report shall, 
among other things, include— 

1. An analysis of total mortgage credit requirements which may 
be required to support new residential construction activity of 16 
million permanent nonfarm units, on a stable basis, during the 
10-year period beginning on January 1, 1961. 

2. The extent to which this volume of credit may be available, 
on a stable basis, without revision of the enabling legislation or 
the administrative policies of the Federal National Mortgage As- 
sociation or without the creation of a new institution to provide 
an active secondary market for loans insured by the Federal 
Housing Administration or guaranteed by the Veterans’ Ad- 
ministration. 

3. The desirability of creating an independent board to estab- 
lish interest rate policies for programs adeuialananed by the Fed- 
eral Housing Administration and the Veterans’ Administration, 
and to establish purchase and marketing policies of the Federal 
National Mortgage Association or any other institution created 
to provide a secondary market for loans insured by the Federal 
Housing Administration or guaranteed by the Veterans’ Ad- 
ministration. 
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RECOMMENDATION No. 8 


The subcommittee recognizes that the Federal Housing Administra- 
tion has passed its 25th anniversary and has in a large measure been 
successful in working toward the purposes of its enabling legislation. 
The subcommittee believes that the programs administered by the 
Federal Housing Administration should be continued but that its 
usefulness could be increased by changes in its basic statutes and by 
changes in administrative policies made to implement these statutes. 
Consequently, the subcommittee recommends that the Administrator 
of the Housing and Home Finance Agency be requested to submit a 
report, not later than January 1, 1961, which report shall, among 
other things, include— 

1. An analysis of the present rate of, method of collection, and 
mutuality of the FHA insurance premium; and recommendations 
concerning the desirability of reducing the rate, changing the 
method of collection, and eliminating or extending mutuality; 
such recommendations to be made in the light of the necessity 
to serve the needs of borrowers who may represent greater risks 
than borrowers who now receive benefits of FHA programs. 

2. An analysis of the present program by which the actions of 
certified agents are accepted in lieu of normal FHA processing, 
and recommendations regarding the extent to which this activity 
might be expanded without jeopardizing high standards of ap- 
praisal and construction. 

3. Recommendations regarding the desirability of amending 
existing law to permit the Federal Housing Administration to 
staff its field offices at levels consistent with variations in field 
office activity and by the use of funds derived from fee and 
premium income. 


RECOMMENDATION No. 9 


The subcommittee believes that the national housing policy of 
‘fa decent home and suitable living environment for every American 
family * * *” cannot be achieved within the foreseeable future with- 
out the creation of new programs designed to solve this problem. 
Consequently, the subcommittee recommends that bills now pending, 
which propose a Federal program to increase the volume of residential 
construction for middle-income families, should be given high priority 
and should be considered as soon as possible during the current session 
of Congress. 


RECOMMENDATION No. 10 


The subcommittee believes that significant improvement in the 
housing conditions of millions of farm families can be achieved only 
through an intensive program of education, research, and extension of 
needed credit to worthy farm families. Consequently, the subcom- 
mittee recommends that existing law be Tented to authorize and 
direct the Department of Agriculture and the Heusing and Home 
Finance Agency to undertake a program of education and research 
designed to reduce the volume of substandard farm housing. The 





STUDY OF MORTGAGE CREDIT 


subcommittee further recommends that existing programs admin- 
istered by the Department of Agriculture be continued with annual 
resources of not less than $50 million for loans on adequate farms, 
$2 million for contributions on potentially adequate farms, and $10 

Enos not eligible for regular loans or 


million for loans and grants on 
contributions. 
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